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LOOKING THROUGH THIS ISSUE 


OU do not have to be a student of economics to enjoy DR. PHELPS’ 
article on “LATIN AMERICAN ECONOMIC PROBLEMS.” The growing 
importance of the South American countries to the Allied War economy, 
as evidenced by the recent conference in Rio de Janeiro, makes this dis- 
cussion very timely. The author is the Professor of Marketing at the 
School of Business Administration at the University of Michigan. He holds 
the degrees of M.B.A. and Ph.D. in Economics, has travelled and studied 
in South America and has been engaged for some time in research work 
in the field of economic relations with Latin America. 


ea @ 


A GREAT deal of interest and discussion has been given to Employee 

Pension plans in the last few years, and we feel fortunate in giving 
you an authority’s article on this subject. G. C. HAMMILL, head of the 
Statistical Department of John Labatt Ltd., is well qualified to write on 
this subject. Experience in the Actuarial Department of The Excelsior 
Life Insurance Company and a course in Actuarial Mathematics and 
Economics at the University of Toronto led to his present position. His 
studies and experience in connection with the John Labatt Employee 
Pension plan, which he inaugurated in 1938, provide the basis for a 
concise, informative article which begins on page 15. 


* * 2K 


you will be interested in the story of the IMPERIAL RATTAN COMPANY 

which starts on page 24. The development of this Canadian Company 
and its subsequent struggle against changing styles and business 
depression form the setting of a real success story—where the barometer 
of success is not the amount of profit, but is defined by the high ideals 
which the management has always maintained. J. E. MCCONNELL, the 
author, is a graduate of this University in Business Administration 
(1936), now an Account Executive with McConnell, Eastman Ltd. His 
work on a very wide variety of national advertising campaigns led him 
to an interest in Imperial Rattan. 


* * * 


"TRENDs IN PACKAGING is the subject of CHARLES J. ZusI’s article which 

begins on page 30. The effects of the war and other influences in the 
packaging industry are outlined in a clear, interesting and non-technical 
manner that is both entertaining and informative. A graduate engineer, 
engaged in testing and designing containers of all types for the past 
eighteen years, Mr. Zusi is Research Engineer for Hinde and Dauch Paper 
Company of Canada. 
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WE have all probably wondered about the effect of war on life 

insurance. What coverage can an active service man get today? 
Have rates increased? Are Canadian life insurance companies prepared 
for this emergency? Read the article beginning on page 36 for the answers 
to these and similar questions. J. A. CAMPBELL, F.A.S., F.A.LS., is a past 
president of the Actuaries Club of Toronto. A veteran of the last war, 
and at present actuary for The London Life Insurance Company, which 
company he has served for over a quarter of a century, Mr. Campbell 
draws on the experience of Life Insurance Companies in the last war and 
in this war in Great Britain to show the present outlook for Canadian 
companies. 

er 


OME ASPECTS OF WARTIME TRADE is a discussion of Canada’s export 

and import trade, with particular emphasis on the trading policies and 
activities of Canada, U.S.A. and the United Kingdom during this war. 
It deals with the “cash and carry” principle of U.S. A., Canada’s methods 
of financing, the Lend-Lease Act, pooled resources and post-war trading 
problems. The writer is Mr. A. M. CHIPMAN, an investment statistician 
with the Financial Post Corporation Service. He is an M.B.A. of the 
Harvard Graduate School of Business Administration and was for several 
years Director of Business Education at Pickering College, Newmarket, 
Ontario. 

x * x 


AKING effective use of manpower in war industries is possible only 
if there is more and better management personnel in these enlarged 
organizations. Industries are having to accept more inexperienced work- 
ers, yet even the skills of experienced workers cannot be used without 
management officers to co-ordinate their efforts. The basic considerations 
in developing additional management personnel are discussed in this issue 
by H. L’Ecuyer. In the following issue the author will deal with specific 
methods to be used in employing and training supervisors and executives. 
Mr. L’Ecuyer (M.B.A., Harvard Graduate School of Business Adminis- 
tration) is a new member on the faculty of Business Administration at 
this University. 
ei * 


HIS is the time of the year that we all start worrying about taxes. It 

is in the hope we can help you that we offer an article on the EXCEsS 
PROFITS TAX. The tax and its practical application to business firms is 
explained by P. R. PEARSON, beginning on page 68. Mr. Pearson is a 
C.P.A. with a background of accounting experience in the Canadian Bank 
of Commerce, Chrysler Company, and our income tax department. He 
is now associated with Wm. Benson and Company as a public accountant 


and tax specialist. 
—RAY KEELAN, Editor. 
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LATIN AMERICAN ECONOMIC PROBLEMS 
DR. D. M. PHELPS 


ERTAIN people with a thorough knowledge of world affairs have 

stated that Latin America is the only large area which is likely 
to benefit from the present war. To a thoughtful person it appears that 
this conclusion must be based upon numerous assumptions, particularly 
upon an assumption as to whether the United Nations or the Axis is 
to be the ultimate victor in the present struggle. Whether Latin 
America gained appreciably from the first World War is open to 
question. She gained immediately, no doubt, but suffered greatly during 
the depression years which were, at least in part, the product of the war. 
Furthermore, it may be optimistic to think that any part of the world 
can be benefited by the destruction and havoc created by war. Still, in 
comparison to other areas of the world, there is some reason for 
believing that Latin America will emerge from the present conflict in 
a relatively improved economic position. 


First we will try to see as clearly as possible the major economic 
problems of the other Americas. Then the various activities which are 
being carried forward by the United States Government in order to 
attain a greater measure of co-operation with the other American 
republics will be considered. This will be followed by an analysis of 
these activities to determine whether they will aid in the solution of 
the basic economic problems previously discussed. 


The major problem of all areas producing agricultural and raw 
material is the problem of the surplus. We are prone to think of this 
exclusively as a problem of agricultural producers in the United States 
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or Canada. As a matter of fact, it is a world-wide problem and particu- 
larly affects our neighbors to the south. This condition has been termed 
a “raw commodity revolution.” A thorough analysis of this so-called 
revolution, particularly in reference to agricultural products, was given 
by Vladimir P. Timoshenko in his “World Agriculture and the 
Depression” in 1933.1 


Perhaps the term “revolution” applied to the changes which have 
been taking place in reference to the production of raw materials and 
agricultural products is a term with too strong implications. But very 
significant changes have been taking place; they have profoundly 
affected the position of raw material and agricultural producing areas, 
and Latin America is one of these. “The evidence . . . shows that hence- 
forth there will be a greater differential than there was before 1925 
between raw commodity prices and finished goods prices. In terms of 
the gold prices of 1925 raw commodities are permanently on a lower 
scale. Prices of finished goods may be reduced by reason of lower raw 
material costs, but not to the same degree. In other words, money 
wages are not likely to fall to the same extent that raw material prices 
decline. That is the essence of such a revolution.’”* This simply means 
that areas which specialize in the production and export of foods and 
agricultural commodities are receiving less in finished goods than 
formerly for a given quantity of exports. Reference to the lack of parity 
between prices paid and prices received by farmers in the United States 
is evidence on this point. Agricultural prices in this country were less 
than parity each year from 1920 until the present war.’ In the future, 
countries such as those in Latin America which export raw commodities 
may get even less in finished goods, and particularly so if bi-lateral 
bargaining with a dominant European power becomes the only 
procedure for the disposal of surpluses. 


Weaknesses in the prices of raw commodities can partially be 
ascribed to the conditions produced by the first World War, but this 
explanation neglects three significant developments which must have 
had an important part in this so-called revolution. They are (1) techno- 
logical advances in the acquisition of raw materials; (2) mechanization 
of agriculture; and (3) the struggle between natural raw materials and 
synthetic substitutes, which is even as yet in its infancy. These develop- 


1Vladimir P. Timoshenko, “World Agriculture and the Depression,” Michigan 
Business Studies, Vol. V, No. 5 (University of Michigan, Ann Arbor, 1933). 

2Meivin T. Copeland, “Raw Commodity Revolution,” Business Research Studies, 
No. 19. Graduate School of Business Administration, Harvard University, 1938. P. 66. 

3Parity is defined as the ratio between indexes of prices received and prices paid 
by farmers with the period August 1909 to July 1914 as equal to 100. 
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ments got under way in the 1920-30 decade and have been accentuated 
since. The first two mentioned made possible large increases in the 
output of agricultural products and raw materials, and created sur- 
pluses. They also implemented the self-sufficiency policy of many 
nations. The development of synthetic substitutes, as in nitrates, 
concurrently decreased the demand for supplies from the usual sources, 
and the craze for self-sufficiency which had built European tariffs to 
as much as $1.60 per bushel on wheat, did likewise. As early as 1925 or 
1926 the prices of lead, tin, and zinc started a long downward movement, 
and this would have been true of copper likewise if price-control had 
not been exercised. Wheat prices moved gradually downward after 1926, 
and wool and hide prices in early 1928. In some of these commodities 
Latin American countries were low-cost producers, but this did not 
mean as much as it should in a world intent on self-sufficiency. 


A second problem is Latin America’s dependence on export trade. 
Some countries export as high as 30 to 40 per cent of national produc- 
tion, and the base of the export trade is usually narrow. In other words, 
there is too much dependence on too few products. This fact is well 
known, but for purposes of emphasis some data will be presented. In 
1938, 63 per cent of Brazil’s exports were in coffee and cotton; 69 per 
cent of Chile’s exports in copper and nitrates; 94 per cent of Venezuela’s 
exports in petroleum and its derivatives; 79 per cent of Bolivia’s exports 
in tin and silver; and 84 per cent of Argentina’s exports in cereals and 
pastoral products. Because of this narrow base a decrease in demand 
for any one product may have disastrous consequences for a country’s 
economy. Political difficulties may ensue and the final step may be a 
revolutionary movement. Thus the alternative between peace and revo- 
lution may depend upon the price of one or two commodities or on world 
demand for them. This is a fundamentally unhealthy economic situation 
—a tragedy based on uncertainty. 


Another problem is the inadequacy of transportation, both between 
and within the various Republics. At present there is only one through 
east-west railroad in South America, that running between Buenos 
Aires in Argentina and Valparaiso in Chile. There is another road 
projected which will connect Santos in Brazil and Arica in Chile. Parts 
of it have already been completed but it is likely that further building 
will await the end of the war. As a result of the railroad situation 
greatest dependence has been placed on coastal shipping. Slow and 
inadequate transportation is one of the reasons for the relatively low 
volume of inter-South American trade. 
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A final problem is to secure the capital needed for economic develop- 
ment. In only one country, Argentina, is there an active capital market, 
but this is used more for the purposes of government than for meeting 
the capital needs of private corporations. Thus Latin American coun- 
tries must depend upon foreign capital for the financing of large-scale 
projects. They will require for indefinite periods additional long-term 
investments but under the present threat of expropriation and other 
forms of nationalization it will be difficult to interest those who have 
capital for investment. The problem of securing foreign capital for 
economic development resolves itself into a dual problem of protecting 
national interests and at the same time offering protection to the 
investor. Perhaps a formula can be found which will be mutually satis- 
factory.1 With these problems in mind, we turn to a consideration of 
the steps which have recently been taken by the United States Govern- 
ment to further economic co-operation between the Americas. 


There appear to be four chief objectives of this policy of co-oper- 
ation. They are as follows: (1) to alleviate the effect of the war on 
the economies of other American nations; (2) to aid them in changing 
their economies so that they are less dependent on Europe and more 
complimentary to North America; (3) to establish joint control of all 
trade between the countries of the Western Hemisphere and other parts 
of the world; (4) to create more effective transportation and communi- 
cation both within and between the Americas. Some of the activities 
carried forward under each of these objectives will be discussed with 
particular reference to the effect which they may have on the economic 
problems previously discussed. 


The first and most immediate objective of the program of co- 
operation was to alleviate the effect of the war on the economies of the 
Latin American countries. Numerous steps have been taken to attain 
this objective. In Sepetmber, 1940, the funds available to the Export- 
Import Bank were augmented by an additional sum of 500 million 
dollars. Loans were made to thirteen Latin American countries by early 
spring, 1941. The loans totalled approximately 182 million dollars. Since 
that time small additional loans have been made. Although these loans 
were authorized, they have not been utilized in all instances. The 
Argentine Legislature failed to ratify loans of approximately 110 million 
dollars as a protest against the actions of the administrative branch of 
the government. Still, most of the loans were accepted and have proved 


1See James H. Drumm, “A Suggestion for the Administration of Investments 
in Latin America,” Economic Relations with Latin America, Michigan Business 
Papers No. 6. (University of Michigan, Ann Arbor, 1940). Pp. 43-46. 
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useful in stabilizing the economies of other American nations which 
were undergoing difficult readjustments. 


Another action was the apportionment of the United States coffee 
market among Latin American suppliers. On November 28, 1940, a 
coffee agreement was signed by fourteen producing nations with the 
consent of the United States Government. The purpose of the agreement 
was to prevent ruinous competition which might have developed for the 
United States market in view of the fact that the European market 
which usually takes about 30 per cent of coffee exports was practically 
closed. The net effect is that we agreed at least to maintain the present 
price of coffee in this country even though the price might have been 
reduced through active competition on the part of suppliers with heavy 
surpluses on hand. As a matter of fact, the agreement, together with 
other factors, has resulted in a substantial increase in coffee prices. For 
instance, in the first eleven months of 1941 the price of Brazilian No. 7 
increased 75 per cent. Furthermore, difficulty has been experienced in 
getting Latin American countries to increase the quotas and thus pre- 
vent additional price rises. Very recently the price of coffee has been 
stabilized by the Office of Price Administration. 


Another action taken by the United States was to make block pur- 
chases of various metals, among them copper, lead, and zinc. In the 
initial instance the apparent objective was a dual one, first, to aid the 
Latin American .countries and, second, to accumulate inventories of 
these metals for defence purposes. Now the second objective has become 
the dominant one. We are now engaged in preemptive purchasing, again 
with a dual objective, first, to accumulate the things which we need and, 
second, to prevent the Axis powers from getting strategic materials. 
Many of the countries of Latin America have granted us the exclusive 
purchasing rights for numerous metals, including highly strategic ones 
such as tungsten and beryllium. 


We have likewise agreed to furnish Latin American countries with 
those things which they badly need and for which the United States is 
at present the only source of supply. In an address published in the 
Department of State Bulletin, Mr. Welles, Under Secretary of State, 
stated the United States’ policy in these words: “The policy of the 
United States remains firm—to make every effort consistent with the 
defence program to maintain a flow to the other American republics 
of materials to satisfy the minimum essential import requirements of 
your countries.”! The recent release of a substantial quantity of tin 


1The Department of State Bulletin. (United States Printing Office, Washington, 
D.C., December 6, 1941). P. 449. 
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plate furnishes ample evidence of the aid which is being given to Latin 
American countries. 


Loans, purchase agreements, and other measures primarily designed 
to alleviate the effect of the war on the other American Republics aid 
but little in the solution of their basic economic problems. The effect 
may, in fact, be negative. In relation to the loan program there should 
be a considerable measure of doubt from this point of view. Borrowings 
are only a stop-gap if they do not increase exports or decrease the need 
for imports. Loans should in some manner be self-liquidating. This 
simply means that they should be used in such a way that they create 
exchange through the stimulation of exports or release exchange through 
lessening imports. The exchange thus made available can be used for 
payment of interest and amortization. While loans may be badly needed 
now, still, through their acceptance it is likely that financial difficulties 
of the future will be augmented. In this connection it is well to remem- 
ber that recent loans have been made to many countries which are either 
in partial or complete default on previous obligations. 


As a direct result of the war, however, it may be that the defaulted 
loan situation will become less of a deterrent to new investment than it 
has been in the past decade. Through action stimulated by government, 
defaulted issues may be refunded during the next few years and debt 
services resumed. Important services rendered by the other American 
Republics during the course of the war may be compensated for in part 
by a lessening of their financial obligations to us. In other words, it is 
not unlikely that the way will be cleared for new investments, either 
public or private, in Latin America after the war emergency. If finan- 
cial arrangements could be made which would place their present 
obligations to us on a more reasonable basis, and if a basis for new 
investments which would be mutually satisfactory could be discovered, 
one of the pressing economic problems of the other Americas would be 
largely solved. If new investments are made, however, whether they 
are public or private, portfolio or direct, care should be taken to see 
that they are used in such manner as actually to benefit the economies 
of the countries in which they are placed. The unfortunate investment 
experience of the late twenties should not be repeated.' 


The second broad objective of our policy of co-operation, that is, 
to aid in changing the economies of the Latin American nations so that 
they are less dependent on Europe and more complementary to our 


1See W. W. Cumberland, “Investments and National Policy in Latin America,” 
American Economic Review, Vol. 22, Supplement, pp. 152-172. 
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economy is, in some measure, being achieved. There are two ways in 
which this objective can be met, first, to stimulate the production of 
those things which will find a market in the United States, and second, 
to stimulate the industrialization of Latin American countries so that 
they will be able to produce for themselves numerous products which 
they have habitually imported. These activities constitute a direct 
frontal attack on their long-standing economic problems. Efforts along 
these lines should lessen their dependence on foreign trade, particularly 
with Europe, and should create a broader base for trade. Furthermore, 
their attention should in part be diverted from those products which 
are especially subject to conditions of surplus. Our efforts to stimulate 
the production of rubber in Brazil, Mexico, and Puerto Rico; of manilla 
hemp or abaca in Central American countries; of strategic metals such 
as tungsten, beryllium, tin, copper, and lead in Brazil, Argentina, 
Bolivia, or Chile are all of great significance as a contribution to the 
solution of Latin American economic problems. Industrialization is 
proceeding rapidly in Argentina, Brazil, and Chile, and should likewise 
be helpful. Still it should be recognized that all Latin American coun- 
tries lack the proper combination of power, raw materials, market and, 
perhaps, human abilities, to attain a high degree of industrial activity. 
As Bain and Reed have said, “South America is indeed a continent with 
a future, but not a spectacular one in industry.” 


The third objective mentioned was to establish joint control over 
all trade between the countries of the Western Hemisphere as a group 
and other parts of the world. It need concern us little in this discussion 
as it has been set aside, at least temporarily. There appeared to be too 
many difficulties involved in its attainment, among them the possible 
unwillingness of certain other American countries to co-operate. In the 
event of an Axis victory in Europe and the Far East an attempt by the 
Western Hemisphere to present a united front in commercial dealings 
with other parts of the world would probably be made. 


A final objective is to improve transportation and communication 
between and within the Americas. This has been realized to a marked 
degree. Witness the marked success attained in the elimination of Axis 
air transportation in South America and the extension of Pan-American 
Airways, also the creation of the American Republics line to replace 
highly inadequate ocean passenger transportation along the east coast 
of the Americas. Every attempt is being made to furnish adequate 
freight service despite the conditions imposed by the war. These changes 


1H. Foster Bain and Thomas Thornton Reed, “Ores and Industry in South 
America” (Harper & Bros., New York, 1934), p. 370. 
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should have long-range benefit, for additional trade often follows the 
creation of effective transportation and communication services. 


In summary, it appears that some of the measures which have 
been taken to extend co-operation with the other Americas may help 
to solve their long-standing economic problems. Some of the weaknesses 
of their present economies, namely, too much reliance on foreign trade, 
too narrow a base for that trade, too little diversification in agriculture, 
too little industrialization, too much dependence on Europe, too little 
inter-American trade, too little of both inter- and intra-American trans- 
portation service may partially be overcome. While the co-operative 
efforts now being made appear on the whole to be well advised, still 
nothing which we can now do will guarantee peace, prosperity, and 
above all, freedom to the nations of the other Americas in the post-war 


world. 
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GROUP PENSION PLANS 
GORDON C. HAMMILL 


HE present industrial age is creating an era of increasing special- 

ization with the result that more attention is being directed to the 
problem of old age insecurity. Most employers desire to assist aged or 
incapacitated workers, and this can be done by either assigning such 
employees to light work or by granting to them a retirement pension. 
If light work be assigned, it is a discharge of a moral obligation but 
tends to reduce the efficiency of the organization. Therefore, the more 
practical solution is to have a group pension plan by which, over a 
period of years, a fund may be built up to provide for the einployee in 
his old age. 


A Group Pension Plan allows the employer to reward long and 
faithful years of service. While some concerns may believe the wages 
paid to their employees are sufficient compensation, the trend is to 
consider income of the employee upon the termination of service. A 
Group Pension Plan also provides a means by which an employer may 
eliminate inefficient employees by retiring them. The employee does 
not then become a public charge in his later years. As a result of the 
quickened pace of modern industrial activity, this problem is becoming 
more and more important. In addition a Group Pension Plan tends to 
attract the better type of worker and creates a favorable public opinion. 
Furthermore, employees are loath to leave a concern where they have 
built up, during the years of their service, a high retirement allowance. 
The resulting reduction in labor turnover is of great advantage to the 
employer; it has moreover been proved that where the fear of poverty 
in old age has been reduced for workers, their efficiency increases and 
operating costs are naturally reduced. 


In the organization of a retirement plan, it is absolutely essential 
that it be placed on a sound actuarial basis. For the protection of both 
the employees and the Company the fund should not be privately admin- 
istered, but should be deposited with an outside concern. In so doing, 
discrimination between employees is eliminated and all are dealt with 
equally. 

If these precautions are not taken, there are a number of ways by 
which a fund privately administered could become depleted. 

The following are a few examples: 


(a) Due to improper rate calculations employees are granted a higher 
pension on retirement than contributions have purchased. 
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(b) Employees live longer than their normal period of life and receive 
larger payments than anticipated. 


(c) Employees are allowed to retire or are retired at a younger age 
than designated in the plan but their pension is not reduced. 


(d) The fund is not properly invested and capital losses occur. 

Another important feature is to create in the mind of each employee 
a sense of security with respect to the manner in which the fund is 
being administered. This can be done most satisfactorily by having 
the Pension Plan underwritten by either the Canadian Government 
Annuities Department at Ottawa, or by any of the Life Insurance 
Companies. 


When inaugurating a Pension Plan, a number of points must be 
considered, such as: 

(a) ELIGIBLE EMPLOYEES: Provisions should be made regarding the 
length of service an employee must have with the Company before 
he is eligible to join the Plan. It is also necessary to decide whether 
or not membership in the Plan is to be made compulsory. 


(b) RETIREMENT AGEs: A retirement age must be determined for male 
and female employees, at which time, under ordinary circumstances 
they will be pensioned from the service of the Company. Occasion- 
ally, under exceptional conditions employees may be allowed, at 
their request, to continue in the service of the Company after this 
retirement age has been reached. This should, however, be entirely 
at the discretion of the Company. 


(c) PAST SERVICE BENEFITS: Older employees who have completed 
years of service with the Company prior to the inauguration of 
the Pension Plan have not the same opportunity of building up a 
sufficient retirement annuity as have younger employees. It is 
necessary, therefore, to give consideration to these years of prior 
service. This may be done by either purchasing for them a fully 
paid-up pension determined by their wage or salary rate, and their 
number of years of past service, or by depositing for them a lump 
sum based on the same factors. 


(d) FUTURE SERVICE BENEFITS: Under Group Pension Plans the Com- 
pany makes contributions on behalf of the employee. Consideration, 
however, must be given by the Company as to whether or not the 
employee will be asked to contribute to the plan. A basis of con- 
tribution should be computed, and this rate of contribution may be 
governed by the income of the employee. 
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(e) DEATH BENEFITS: Whether or not death benefits shall be paid to 
the estate of the employee, provided death occurs while in the 
service of the Company, must be determined before the inception 
of the plan. 


(f) TERMINATION OF EMPLOYMENT: A large number of Group Pension 
Plans include a provision that upon the completion of a pre- 
determined number of years of service, contributions made by the 
Company on behalf of the employee will become the property of 
the employee in the event he leaves the service of the Company 
prior to retirement. Provision should, however, be made that in 
the event the employee is discharged for misconduct, the contribu- 
tions may revert to the employer. 


The following is an example of a Group Pension Plan in force at 
the present time, which is being administered by the Annuities Depart- 
ment of the Canadian Government, thus guaranteeing the maximum of 
security for the employees: 


(a) ELIGIBLE EMPLOYEES: All employees who had completed one 
year of continuous service with the Company on the inauguration of 
the Plan were eligible for membership. Male employees were allowed 
to join provided they had not passed their sixty-fifth birthday, and 
female employees provided they had not attained their sixtieth birthday. 
Employees who had attained these birthdays were allowed to join at 
the discretion of the Company. Employees who had not completed one 
year of continuous service upon the inauguration of the Plan were 
allowed to join on the first day of January, April, July or October, 
immediately following the completion of one year of continuous service. 
Membership was not made compulsory for any employee in the service 
of the Company at the time the Plan was commenced. Membership 
was, however, made compulsory for employees entering the service of 
the Company after the Plan was inaugurated, and they are required 
to join on the first day of January, April, July or October, immediately 
following the completion of one year of continuous service. 


(b) RETIREMENT AGES: The normal retirement age was set at 
sixty-five for male employees and at sixty for female employees.. Al- 
though the Plan called for retirement at these ages, the Company 
reserved the right to consider the desire of any employee to remain in 
the service of the Company after the normal retirement age had been 
reached. 


(c) PAST SERVICE BENEFITS: The employees in the service of the 








18 The Quarterly Review of Commerce 


Company on the inception of the Plan, and who joined the Plan, had an 
initial payment made by the Company on their behalf, which amounted 
to three per cent of their current salary or wage rate per annum, multi- 
plied by the number of years of past service. Those who did not join 
the Plan when eligible forfeited this payment made by the Company. 


(d) FUTURE SERVICE BENEFITS: It was determined that for years 
of future service with the Company weekly contributions would be made 
by both the Company and the employee based on the employee’s salary 
or wage rate. Accordingly, the following rates of contributions were 
computed and it was decided that overtime earnings, bonuses or special 
remunerations should not be taken into account when ascertaining the 
amount of the contribution of either the employee or the Company: 


Employee’s Company’s Total 
Employee’s Salary or Weekly Weekly Weekly 
Wage Rate Per Week Contribution Contribution Contribution 
$20.00 to $24.99........ eee $ .70 $1.40 
pee S60. Ze8............... = .80 1.60 
BO00 tO) BGOO:........<..055-55-00, (ee .95 1.90 
1 2. ee FB 1.10 2.20 
fo. rr F 1.30 2.60 
45.00 to 49.99.................. ae 1.50 3.00 
50.00 to 54.99......... ite da 1.65 1.65 3.30 
55.00 to 59.99....... eaiih conta CE 1.80 3.60 
60.00 and over.............. .. 2.00 2.00 4.00 


If the employee wishes to contribute an additional amount and 
thus secure a larger Pension, he has this privilege. The Company’s 
contribution, however, remains as above and in no case exceeds Two 
Dollars per week for any employee. The contributions of the employees 
are deducted weekly by the Company and forwarded to the Canadian 
Government at the end of each quarter, together with the Company’s 
contribution. 

If an employee’s weekly salary or wage is increased and the 
employee enters a higher salary classification, the amount of the Com- 
pany’s weekly contribution and the employee’s weekly contribution is 
automatically raised. This results in a larger pension for the employee, 
which is determined by two factors: 


1. Number of years of future service with the Company 
until retirement age. 


2. Amount of such additional premium contribution. 
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(e) DEATH BENEFITS: If the employee should die before the date 
on which the first instalment of pension becomes due, the total amount 
of contributions made by the employee, together with compound interest 
thereon at four per cent per annum up to the date of his death, are 
payable to his legal representatives. In addition, if the employee should 
die in the service of the Company the contributions made by the Com- 
pany on his behalf, together with compound interest thereon at four 
per cent per annum up to the date of his death, are also paid to his 
legal representatives. 


(f) TERMINATION OF EMPLOYMENT: Realizing that employees 
should be rewarded for long years of service with the Company, regard- 
less of whether or not they retired while still employed, provisions were 
inserted in the Pension Plan covering (a) those employees who had not 
completed ten years of continuous service, and (b) those employees 
who had completed more than ten years of continuous service, on leaving 
the Company. These clauses were included in an agreement entered 
into by both the Company and the employee, which follows immediately. 


(g) COMPANY- EMPLOYEE AGREEMENT: As a guarantee to the 
employees that the Company would adhere to the plan in accordance 
with an announcement made verbally, the following agreement was 
prepared. It is completed in duplicate by the President and Vice- 
President on behalf of the Company, and also by the employee. One 
copy is given to the employee and the other is retained by the Company. 


APPROVED: RECOMMENDED FOR APPROVAL: 
(Signed) (Signed) 
Minister of Labour. Superintendent of Annuities. 
MEMORANDUM OF AGREEMENT made and entered into this 
day of SENS eer ee ee a Ree , 
BETWEEN: 


A CANADIAN COMPANY, 

hereinafter called “THE COMPANY” 

OF THE FIRST PART: 
—and — 

hereinafter called “THE EMPLOYEE” 
OF THE SECOND PART: 
WHEREAS the Company has made arrangements with the 
Annuities Branch of the Government of the Dominion of Canada for 
the creation and establishment of an Annuity and/or Pension Fund for 

the benefit of the employees of the Company; 


AND WHEREAS the Employee, by his execution hereof, has 
elected to enter into the said annuity and/or pension scheme; 
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NOW THEREFORE THIS AGREEMENT WITNESSETH BE- 
TWEEN THE PARTIES HERETO AS FOLLOWS: 


1. The Employee hereby authorizes and directs the Company to 
deduct and withhold from the weekly earnings of the Employee the 
sum of 

) Dollars, which deduction shall commence with 
the week ending , 19 , and shall continue 
until the retirement of the Employee at the age of years 
on : , and which deduction shall 
constitute the contribution of the Employee to the said annuity and/or 
pension plan. 


2. In consideration of the contribution to be made by the Employee 
and of the past and/or future service of the Employee to the Company, 
the Company covenants and agrees to and with the Employee (subject 
always to the Government Annuities Act of the Dominion of Canada 
and the Rules and Regulations of the Annuities Branch passed or 
enacted under and in pursuance of the said Act and relating to the 
administrations of Canadian Government Annuities) as follows :— 


(a) The weekly contributions made by the Employee will be held 
by the Company until the termination of each three-month period end- 
ing December 31st, March 31st, June 30th and September 30th, at which 
time the accumulated amount will be deposited with the Canadian 
Government to the individual credit of the Employee and the Canadian 
Government will issue a receipt for such contributions in the name of 
the Employee. 


(b) The Company will immediately deposit with the Canadian 
Government as a contribution to the annuity and/or pension scheme 
the sum of 
($ ) Dollars in appreciation of and as consideration 
for the past service of the Employee to the Company. 


(c) The Company will make a weekly contribution of 
($ 

Dollars commencing with the week ending ~ : 
towards the annuity and/or pension of the Employee. This contribution 
will be continued during the term of the employment of the Employee 
with the Company, provided that the Employee shall remain a member 
of the said annuity and/or pension plan. The Company’s accumulated 
contributions will be deposited with the Canadian Government on the 
termination of each three-month period ending December 31st, March 
31st, June 30th and September 30th. 

(d) The contract entered into between the Canadian Government 
and the Company provides that all money deposited with the Govern- 
ment under the annuity and/or pension plan must remain with the 
Canadian Government and cannot be withdrawn or diverted to any 
other purpose. 

(e) Arrangements have been made between the Canadian Govern- 
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ment and the Company which provide that, in the event of the weekly 
salary or wage of the Employee being increased and the Employee 
entering a higher earning classification, the amount of the Employee’s 
contribution and of the Company’s contribution will be automatically 
raised in accordance with the following table, thereby providing an 
increased annuity and/or pension for the Employee :— 


Employee’s Company’s Total 
Salary or Wage Weekly Weekly Weekly 
Rate Per Week Contribution Contribution Contribution 
$20.00 to $24.99 $ .70 $ .70 $1.40 
25.00 to 29.99 .80 .80 1.60 
30.00 to 34.99 95 .95 1.90 
35.00 to 39.99 480 1.10 2.20 
40.00 to 44.99.... iio:, a 1.30 2.60 
45.00 to 49.99 , 1.50 1.50 3.00 
50.00 to 54.99 . ae 1.65 3.30 
55.00 to 59.99 1.80 1.80 3.60 
60.00 and over 2.00 2.00 4.00 


Overtime earnings, bonuses or special remuneration shall not be 
considered or taken into account in determining the amount of the 
contribution of either the Employee or the Company. 


(f) It is expressly understood and agreed that, should the Emplovee 
leave the service of the Company of his own free will before having 
completed ten (10) years of employment or should the Employee be 
dismissed from the service of the Company at any time for just reason 
of unsatisfactory conduct as determined by the Officers of the Company 
before the date on which the first instalment of annuity and/or pension 
would become due, contributions made by the Company on behalf of 
the Employee, together with compound interest thereon at Four Per 
Cent (4%) per annum, may, at the discretion of the Company, be 
applied towards the purchase of annuities and/or pensions for other 
employees. 


(g) It is expressly understood and agreed that, should the 
Employee leave the service of the Company of his own free will after 
having completed ten (10) years of employment and before the date 
on which the first instalment of annuity and/or pension would become 
due, contributions made by the Company on behalf of the Employee, 
together with compound interest thereon at Four Per Cent (4%) per 
annum, shall be transferred to the credit of the Employee with the 
Canadian Government and, at the date fixed for the Employee’s annuity 
and/or pension to begin, the Employee shall receive such annuity and/or 
pension as the accumulated payments made by both the Company and 
the Employee would purchase. 


(h) It is expressly understood and agreed that, should the 
Employee die before the date on which the first instalment of annuity 
and/or pension becomes due and while in the employment of the Com- 
pany, contributions made by the Company on behalf of the Employee, 
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together with compound interest thereon at Four Per Cent (4%) per 
annum up to the date of the death of the Employee shall be paid to the 
legal representatives of the Employee. 


(i) It is expressly understood and agreed that, should the con- 
tributions made by the Employee, together with the contributions made 
by the Company, accumulate at any time to an amount sufficient to 
purchase an annuity and/or pension for the Employee upon retirement 
amounting to Twelve Hundred ($1,200.00) Dollars per annum, con- 
tributions by the Company and by the Employee shall automatically 
cease. 


(j) It is expressly understood and agreed that, should the 


Employee remain a member of the plan until retirement at age 
on , 19 , the contributions by the 


Company at present rates will purchase for the Employee an annuity 
and/or pension of 
($ ) Dollars per year and that the contributions of 
the Employee at present rates will, under the same conditions, purchase 
for the Employee an annuity and/or pension of 

) Dollars 


per year. Based on present rates of contribution, the Employee, having 
continued in the employ of the Company and having remained a member 
of the plan and made the payments required of him hereunder, will be 


assured upon retirement of a total annuity and/or pension of 
) Dollars 


per year. 


(k) The conditions of the annuity and/or pension which will be 
purchased by the Company’s contributions are identical to those set 
forth in the annuity contract which has been issued to the Employee 
by the Canadian Government with respect to the contributions to be 
made by him. 

IN WITNESS WHEREOF the Employee has hereunto set his 
hand and seal and the Company has executed these presents the day 
and year first above written. 

( A CANADIAN COMPANY 

SIGNED, SEALED AND DELIVERED | By = 

In the presence of And 


[ esieiey th es ees Sy 


As a further assurance to the employee that his contributions are 
deposited with the Dominion Annuities Department, he is given a 
Pension receipt from that Department showing the amount of his pay- 
ment for the Quarter and the total amount he has paid to date. In 
addition he is provided with a statement once a year by the Company 
showing the total of his contributions to date without interest, interest 
earned on his contributions and the accumulated amount to his credit 
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with the Canadian Government. Also included in the statement is the 
total of contributions made to date by the Company on his behalf, the 
interest earned on these contributions, and the accumulated value of the 
Company contributions. He thus knows the exact sum on deposit with 
the Annuities Department under his own personal contract, and the 
sum in trust for him under the Company’s contract. 


One of the most satisfactory ways of inaugurating a Group Pension 
Plan is to explain it verbally as well as with printed matter. It is 
frequently advisable to have a meeting of key men from the various 
departments. At this meeting the proposed plan can be explained to 
them in great detail and any explanations required by them may be 
given. A mass meeting of all employees should then be held. At this 
meeting the plan will be outlined to them and at the same time they 
should be given literature containing all particulars. The employees 
may be allowed to ask any questions at the meeting and, in the event 
they are uncertain of any point at a later date, the key men in the 
various departments should be able to explain it to them as a result 
of their initial discussion. 


The type of plan as outlined provides the employee with the maxi- 
mum of protection and both the employer and the employee are assured 
that the fund will be properly administered. The employee can also 
continue to make payments to the Government if he leaves the service 
of the Company prior to retirement and thereby build up a fund to 
purchase a pension for his old age. The only objection to a plan of this 
nature is that the amount of the annuity which may be purchased from 
the Government is limited to $1,200.00 per annum. This difficulty may 
be overcome, however, by having a supplementary plan with any Life 
Insurance Company. 








IMPERIAL RATTAN 
J. E. MeCONNELL 


HE Imperial Rattan Company Limited was incorporated in Walker- 
ville, Ontario, in 1905. Prior to this Mr. H. W. Strudley was 
interested in a company making similar products in Detroit, Michigan. 
The Michigan State laws of that time, however, allowed the use of 
prison labor in industry and competitors of Imperial Rattan took 
advantage of these laws to obtain cheap labor. Rather than submit to 
this iniquitous labor practice which would be necessary to meet com- 
petitive prices, Mr. H. W. Strudley, President of Imperial Rattan, 
transferred his company to Canada. 


In 1910 the plant and offices were again moved —this time to 
Stratford, Ontario, where they have since been maintained. 


The purchase price of the new building in which the Stratford 
plant was first located was $25,000.00. During the entire period in 
which equipment was transferred from Walkerville to Stratford only 
30 days’ production were lost and two days after everything was 
installed in the new Stratford plant production commenced. 


REED FURNITURE 
In reviewing the history of reed furniture we should consider its 
early market and popularity. 


The use of reed furniture steadily increased during the years from 
1905 to 1910. Its main competitor was canvas furniture and its principal 
use was for summer cottages, gardens and porches. 


Wak DISRUPTS REED SUPPLY 

During the first three years of the 1914-18 war, production of reed 
furniture decreased owing to the difficulty of obtaining a constant 
supply of raw materials. The reeds for this type of furniture were 
manufactured in Germany from raw materials grown in the South Sea 
Islands. During the next two years, however, manufacturing plants 
were established in China to replace those in Germany, from which 
supplies were formerly obtained, the supply again returned to normal 
levels and production recovered. 


In 1920 the Imperial Rattan Company began changing its raw 
material from hand-woven reed to machine-woven fibres. This change 
in basic materials was made for several reasons. First, machines had 
been invented that could weave artificial fibre from paper and other 
substitutes. This ensured a steadier source of supply. The new material 
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was also easier to handle than reed and was more suitable for use in 
manufacturing furniture. The natural reeds were about 20 feet long 
and consequently were only adapted to hand work. During the years 
between 1920 and 1927 the Company’s production of hand-woven reed 
was entirely changed over to machine-woven fibre furniture. 


This period was marked by the greatest sale of furniture in the 
Company’s history up to that time. 


COMPETITION FROM IMPORTED FURNITURE 

During the following six years trade conditions were particularly 
favorable to imported European furniture. And the Company found 
serious competition from overstuffed, upholstered furniture, produced 
in Canada, and from woven furniture imported from European coun- 
tries and the Orient. This imported furniture flooded into Canada and 
by 1933 had reduced the Company’s volume to 15 per cent of its 1928 
figure. 


New measures to overcome this competition had to be taken; and 
the Imperial Rattan Company’s success in meeting the new conditions 
is a tribute to its management’s ability in rapidly adjusting the factory 
to market conditions. The Company had begun its search for a new 
furniture product—not necessarily manufactured by the same means 
as the reed and fibre furniture—but one that could be sold through the 
same outlets. This search lead to the development of the “Imperial 
Loyalist” line of furniture, which now makes up the largest part of 
the Company’s volume. 

NEW LINE ADOPTED 

Imperial Rattan began manufacturing Imperial Loyalist furniture 
in 1935. It was soon discovered that the making of Colonial style 
furniture presented a number of problems not encountered in the 
making of ordinary furniture. It was difficult to combine a warm, 
satiny finish with its appearance of many refinishings with a ruggedness 
of material to withstand hard service. This was important and after 
much experimenting was finally accomplished after a search was begun 
for a cabinet wood that would enable the Company to. obtain the desired 
effect. 

HARD YELLOW BIRCH TESTED 

A series of tests were conducted by Imperial Rattan and the 
leading furniture manufacturers making this type of furniture in the 
United States. After considerable experimenting it was discovered that 
Northern Hard Yellow Birch possessed the right grain and texture to 
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recapture the original charm of colonial furniture. Later experience 
showed that the Yellow Birch was superior to Hard Maple, and, in some 
respects, to Mahogany. It had greater strength, greater resistance to 
denting, marring and checking, low shrinkage under changing condi- 
tions of moisture and very fine machining qualities. Because of these 
favorable tests on Northern Hard Yellow Birch, Imperial Rattan began 
using it in the manufacture of all Imperial Loyalist furniture. In fact, 
the finest grades of “Maple” furniture manufactured on the North 
American continent are made from this species of Birch. 


NEW BUYING POLICY 

Formerly Birch had been looked upon as a cheap wood and for 
this reason the lumber manufacturers did not give it the care that a 
good cabinet wood requires. When Imperial Rattan adopted Birch for 
use in Imperial Loyalist furniture they found it necessary to introduce 
new specifications for the lumber manufacturers. These specifications 
coincided with those used for years in the Southern United States mills 
that had been producing cabinet woods such as oak and walnut and this 
involved having to purchase lumber six to eighteen months ahead of 
requirements. Today the Imperial Rattan Company buy practically 
all the Canadian output of Birch that is treated carefully enough to 
meet the Company’s high standards and specifications. A carload a 
week is used and it is shipped to the dry storage sheds which hold 
100,000 feet. This quantity is replaced week by week as it is used. 
To protect the wood, storage space is kept at a steady temperature and 
humidity. 

INCREASE IN VOLUME 

Since the introduction of the Imperial Loyalist line of furniture 
the Company’s volume has increased 50 per cent yearly and is now 
over the 1928 figure. But as the public’s preference for a particular 
style of furniture is changeable, Imperial Rattan have adopted the policy 
of developing new designs to replace their older ones. These designs 
are developed before sales on the old lines begin to decrease. In keeping 
with this policy Imperial Rattan have developed a new line of modern 
furniture which has been placed on the market only within the past 
few months. It combines beauty and the charm of modern lines with 
greater utility. This new furniture is made of the same birch lumber 
as that of the Colonial design. 


HOSPITAL FURNITURE INTRODUCED 
In 1941 Imperial Rattan began the production of hospital furniture 
which incorporated the Imperial Loyalist design. This furniture, which 
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includes all pieces necessary in a hospital room, has been made to pro- 
vide the highest degree of convenience and comfort to patients, visitors 
and staff. Hospitals supplied with Imperial Hospital Furniture are: 
Victoria Hospital, London; Oshawa General Hospital and many others. 


PRODUCE ONLY RELATED LINES 


In 1937 when Imperial Rattan rebuilt the Stratford plant, a long- 
term policy of producing only related lines of furniture was adopted. 
The management decided that it was better to manufacture all furniture 
of birch than to use several varieties of wood and produce furniture of 
different types. In both Canada and the United States birch had proved 
itself an excellent cabinet wood and there were several advantages in 
production and design from which the Company and its customers 
could profit if birch was exclusively adopted. Today all Imperial Rattan 
furniture, excluding Rattan furniture, of course, is made from Canadian 
birch. 

ONE PRICE MAINTAINED 

The Imperial Rattan Company has won itself an enviable place in 
Canadian furniture manufacturing history by strictly maintaining a 
one price policy. There is, of course, a variance in retail price in 
different areas throughout Canada; but the price set for each area is 
unchangeable, and this policy is vigorously impressed upon each 
individual dealer. 

DEALER CO-OPERATION 

To co-operate fully with dealers Imperial Rattan adjusts production 
to an accurate inventory control. This enables the Company to guarantee 
delivery to a dealer on a specified date and also enables dealers to give 
accurate delivery promises to their customers. When furniture is in 
production a factory inventory is kept of its progress, which at a glance 
will tell how many pieces of each type of furniture are being constructed 
and the date when they will be ready for shipment. 


Imperial Rattan has worked out its methods of production so that 
100 pieces of furniture can be produced as economically as 400, which 
facilitates the prompt filling of orders for dealers no matter how large 
or small they may be. This also enables the Company to carry a balanced 
inventory on all lines, thus avoiding the position in which some com- 
panies find themselves with a large inventory of a few items and no 
inventory on others. 


The Company’s dealers, prior to 1942, displayed complete lines of 
Imperial Rattan furniture in their stores. This system is still carried 
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on wherever sufficient inventory enables them to do so. By this system 
the dealer is able to keep his displays intact without selling individual 
pieces or sets because he receives a guaranteed delivery date from the 
Company to replace stock sold. This is one of the extra benefits which 
dealers receive as a result of the Company’s efficient control of inventory 
and production. 


Direct contact is kept with dealers by Imperial Rattan’s own 
salesmen throughout Canada. 


IMPERIAL RATTAN ADVERTISING 
Imperial Rattan’s consumer advertising in leading Canadian 
magazines is supplemented by direct mail booklets. 


EMPLOYEE RELATIONS 
The amicable relations between Imperial Rattan and their 
employees is illustrated by the fact that the Company has operated 
since starting business 36 years ago without a strike or labor 
disturbance. 


The number of employees has fluctuated over the years and at 
present the Company employs between 100 and 125 men. 


HEALTH INSURANCE PLAN 
In 1925 Imperial Rattan began both a life and a health insurance 
plan for all its employees. Under these plans the Company pays a little 
more than half the cost and the employees pay the remainder. The 
actual cost to the Company is approximately 5° of the pay roll. 


The plan includes the following features: (1) Pensions for all 
employees at the age of 65, based on their years of service; (2) life 
insurance during their working years; (3) a sickness policy to ensure 
some income if the employee is unable to work because of sickness; 
(4) the payment of all hospitalization costs for the employee and his 
family; (5) medical care for the employee and his whole family. 


An employee leaving the company can withdraw his total contribu- 
tions to the pension plan in cash, but no cash surrender values accrue 
from his contributions to the other parts of the plan. Employees on 
active service have been granted leave of absence and their pension 
and insurance payments are being carried by the Company until their 
return. 

STATEMENT FROM THE PRESIDENT 

Mr. H. W. Strudley has been president of the Imperial Rattan 

Furniture Company since its inception and his progressive ideas and 
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competent leadership are evident throughout his entire organization. 
He has been assisted in the development of new and advanced furniture 
designs by his son, Mr. Donald Strudley, who is in charge of this 
important phase of the business and also of production. Sales and 
selling policy are supervised by Mr. H. E. Wingfield, sales manager of 
the Company. In a recent interview Mr. H. W. Strudley stated while 
reviewing the Company’s history: 


“The business of the Imperial Rattan Company has been built 
on the British plan of giving sound values on a one price basis and 
giving service to its customers and fair treatment to its employees. 
The Golden Rule has been incorporated in its principles. 


In operation the firm has always been on good terms with 
its competitors and has expected to get only its share of current 
business. On this account we have enjoyed the friendship and 
respect of the other members of the furniture fraternity, which we 
prize very highly. 


On account of changing styles and demands we have had to 
make many adjustments in our plant and product and have made 
them in time to keep continuously employed. We have always kept 
in touch with European and United States trends in furniture and 
have been able to produce a line that has been well accepted by the 
Canadian public. Some day I hope the Imperial will be able to 
boast of one hundred years of continuous service in supplying 
honest furniture to the public, and may we never boast of how 
much money we have made but rather how many people have 
enjoyed our product and how many artisans have lived happy lives 
while building it. 


Our business has been conducted on a co-operative ideal. The 
people who govern, the people who produce, and the people who 
purchase have all been considered. We have worked as a team, 
avoiding the ‘I’ and ‘My,’ rather substituting ‘We’ and ‘Our,’ so 
that all our contacts will feel that they are equally important in 
giving our services. 


The proper furnishings of our homes are important con- 
tributions to the ‘Way of Life,’ for which we are fighting. We 
have responsibilities and opportunities to promote this happy 
condition and I believe that the whole furniture and furnishing 
industry is working toward this end. Meanwhile the only thing 
worth working for is victory.” 








TRENDS IN PACKAGING 
CHARLES J. ZUSI 


HEN declarations of war are crashing to the right and left of 

us and many of our cherished institutions are crumbling before 
our eyes, the difficulties of tracing trends are so multiplied that con- 
templation of the task becomes rather depressing. Without benefit of 
crystal gazing or astrology, it is evident that fairly definite trends have 
been interrupted by the war and, in some cases, even reversed. In the 
midst of this confusion, therefore, it is unreasonable for us to expect 
to find broad sweeping lines of progress in any field, except possibly 
those of a martial nature. 


Nevertheless, the general course of design in packages under 
present exceptional conditions can be plotted and some degree of 
consistency in the direction pointed by the broken ends of pre-war 
tendencies may be discerned by careful observation, which, if duly 
modified by the influence of developments during the war, may serve 
to give an indication of the shape of designs to come. Thus there are 
two groups of trends to consider, one the interesting counter-currents 
forced by the circumstances of nations completely at war and the other, 
more difficult to predict, which will be the result of the combination of 
pre-war tendencies and the influences on thought of the war experiences. 
These two will be discussed, with first consideration among the packages 
being given to those made of paper. 


When a nation goes to war and devotes a large proportion of its 
productive capacity to engines of destruction or to equipment for men 
taken from industry into the business of laying waste the wealth of 
the world, the men and machines remaining must use the available 
materials to the maximum advantage. In wartime, then, it is of the 
highest importance to design articles which will use the least material 
to accomplish their purposes satisfactorily. Packages now must be cut 
down to the minimum. Certain materials for packages are used for 
munitions to such an extent that it may be necessary to eliminate them 
altogether from civilian use. On the other hand, the problems of design- 
ing packages for munitions may stimulate responses in the form of new 
combinations of materials or strycires which will be adopted for 
general use. 


Wartime trends in the several countries vary somewhat, according 
to the particular materials lacking. In Germany, for example, there 
have been important developments in substitutes for tin cans because 
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tin is very scarce. Iron cans are used but instead of being tinned they 
are coated by the Bonder process with a phosphate which is covered 
with a synthetic resin lacquer. Such cans are suitable for packing 
vegetables and meats but the coating cannot withstand the action of 
the acids of fruits. The iron used is harder and thinner than our tin 
plate and the seams are welded to save material. Cans also are made 
from chemically impregnated cardboard. Another interesting develop- 
ment is the use of plastics for collapsible tubes to save tin and aluminum. 
Of course, many products which formerly were packaged or wrapped 
now must be taken by the customer loose. A comment on the official 
German attitude toward civilian requirements was furnished recently 
by the Chief of the Paper Section of the Office of Production Manage- 
ment in the United States in his report of a conversation he had some 
time ago in Germany with General Thomas, in charge of co-ordination 
of military requirements with production and with civilian needs. 


“How successful are you in adjusting military requirements to 
production and in co-ordinating them with civilian demands?” Mr. 
McKenna asked. 


“Well,” answered the general, “we estimate total military require- 
ments and multiply them by ten. We estimate civilian requirements and 
divide by ten. Then we buy everything anyway.” 


The British problems are somewhat different. Since the Germans 
have gained complete control of the pulp industry in Scandinavia and 
Finland, there is a serious shortage of raw materials for paperboards. 
Tinplate is not so scarce but the lack of shipping space from British 
Malaya is reducing the available supply and it has been necessary to 
extend considerably the use of pottery containers to replace tins. In 
view of these conditions, the government has found it desirable to 
impose several forms of control upon the package industries, causing 
one of the leaders in the paper business to remark that “never before 
in history had no much control been applied by so few to so many.” 


Here we have an extreme example of the influence exerted upon 
design by circumstances. The difficulties of producing packages of any 
kind whatsoever appeared at times to be almost insurmountable, yet 
containers poured forth from the factories in an astonishing stream. 
One typical plant manufacturing paperboards and containers lost over 
half of its experienced employees to His Majesty’s services, obtained 
raw materials only by breaking down numerous hindrances and was 
forced by the heavier air raids to shut off its power as often as fifteen 
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or eighteen times.a day, yet reached its highest record of production 
during the past twelve months. To do this, cartons and boxes had to be 
designed with thinner paperboards made largely from waste papers 
instead of new pulps in larger sizes containing more units per package 
and printed more simply with fewer colors. Even adhesives were 
affected; starch could not be used because of its value as a foodstuff. 

Still greater changes have been made in some packages. There 
are no longer boxes for individual servings of any kind of food. For 
each article there is just one size of consumer package and one size of 
shipping container. Materials like soap are not even wrapped. Sub- 
stances in collapsible tubes, like toothpaste, are shipped in folding 
cartons but these are removed by the dealer before he serves the cus- 
tomer and they are returned to the manufacturer. Housewives must 
bring their own bags to the grocery or other shop for they will get none 
there. Shipping containers, whether of paperboard or of wood, are used 
again and again until worn out. Even envelopes (shall we call them 
packages for letters?) are posted several times with the new addresses 
written on stickers pasted over the older ones. 


Here in Canada and in the United States changes in packages have 
not been so drastic but they have tended to follow those made in Great 
Britain. Aluminum, of course, is no longer available for regular com- 
mercial use. The supply of tin is being conserved by various measures, 
including the use of a thinner coating on tin plate. Anticipating a tin 
shortage, many canners are turning toward glass packages for their 
products. A recent order of the Priorities Division in the United States 
prohibited the use of tin foil and lead foil in the packaging of tobacco 
products, chewing gum, beverages, photographic films and several other 
articles, while in Canada the use of cellophane and similar transparent 
materials derived from cellulose has been restricted to the packaging 
of food, candy, drugs and tobacco. Milady’s cosmetics and the master’s 
bottled goods no longer will be glamorized by such glossy, transparent 
coverings. The amount of chlorine used for bleaching purposes has 
been reduced by the governments so that white boxboard is not quite 
so white. This change also tends to eliminate fine half-tones from paper 
packages and, together with the restriction on high gloss inks, forces 
simpler printing designs which must regain their attractiveness by the 
use of brighter colors. 


A serious shortage of paper and paperboard is approaching both 
in Canada and in the United States. The primary cause of this shortage 
is the tremendous increase in the use of these materials by the war 
industries, to indicate which it is only necessary to cite one unusual 
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example: it requires one carload of blueprint paper for the plans of each 
battleship. To provide the extra paper, while retaining enough for the 
production of containers for civilian needs, it will be necessary to 
change the designs of paper packages considerably. The trend of the 
methods used follows along the lines found successful in Great Britain. 
Thicknesses of boxboards and paperboards are being reduced to the 
absolute minimum consistent with protection of the contents of the 
package; the numbers of units per package are being increased and 
standardized at the fewest possible number of sizes for each article; 
the shapes requiring the least material for manufacture are being 
adopted and complicated designs are being simplified. Concurrently, 
campaigns for the collection of waste normally burned or otherwise 
lost have been launched. Many commodities formerly packaged are 
being wrapped or shipped in bulk primarily because deliveries of con- 
tainers are so much slower than normal that extreme measures are 
necessary. Those extra features of packages which served primarily 
to enhance their display value or to provide convenience for the dealer 
are being discarded in many cases. For example, certain cartons which 
were made larger than the contents have been reduced in size. 


To sum up, scarcities of materials caused by war conditions have 
forced the use of lighter materials and simpler designs in packages. 


Simultaneously with these changes, however, war needs have 
stimulated the production of new designs for packaging military 
supplies. Most of these are merely adaptions, often highly ingenious, 
of methods long used to meet civilian requirements but a few have been 
developed for these new purposes as, for examples, highly waterproofed 
solid fibreboard boxes for certain munitions and extra strength corru- 
gated boxes for shells and cartridge cases. These materials will continue 
in use after the war. 


In the preceding paragraphs it has been demonstrated that present 
trends are somewhat mixed and, to the extent to which they change or 
reverse pre-war movements, confusing, but it is quite possible to 
estimate their influence upon tendencies for a longer period and so 
arrive at a projected picture of the probable situation after the war. 


Packaging, that is the manufacture and use of small containers, 
has been almost entirely a development of the past forty years. During 
that period, according to figures of the United States census, while 
manufacturing industries in general have increased their production 
fivefold, the use of paper boxes has multiplied fifteen times and of tin 
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cans twelve times as many are used. The number of other types of 
packages sold also has risen enormously, except that of wooden boxes, 
which has slightly more than doubled, and of barrels, which is about 


the same now as it was in 1900. One industrialist has put it rather 


picturesquely : 


“There are two articles developed by American genius which are 
strewn all over the world, wherever the white man has penetrated. 
They are in the snow and ice of the Arctic and the Antarctic, are rot- 
ting in tropical jungles, blowing about in sands of deserts, floating in 
mid-ocean, washed up on the shores of the seven seas. One is the tin 
can and the other the paper box.” 


This phenomenal growth of the package has been possible because 
its characteristics were in harmony with the social trends of recent 
years. The package satisfied the needs of expanding urban populations 
and contracting families and dwellings. Recently someone posed the 
question: “Why pay twenty-five cents for a bottle of salts when a whole 
barrelful can be bought for two dollars?” The obvious answer is: 
“Where would anyone put a barrel of salts if he had it and who is in 
such a state that he needs a barrel of salts, anyway?” 


Lewis Mumford has recognized the social value of the small pack- 
age and has stated that “‘to observe in detail the successive stages that 
mark the development of the paper container is to obtain an insight 
into the rise of institutions so apparently remote as the advertising 
agency, the chain store and the modern apartment house.” 


A detailed analysis of the qualities of packages could be made to 
demonstrate more fully the neatness with which they fitted into the 
recent social scheme but enough has been shown to establish the fact 
that future trends in packaging will depend to a large extent upon the 
social changes wrought by the war and the subsequent peace. 


Already the decentralization of industry is taking place to such 
an extent that it is reasonable to suppose that it will continue. If this 
means more living space for the workers and larger quarters, it is 
quite probable that the larger sizes of packages forced by war condi- 
tions will continue in use afterwards. Taking a still longer and broader 
view, the possibility of socialization of industry gives us a picture of a 
state of affairs in which reduced competition will practically eliminate 
advertising of goods and brand identification will be necessary no 
longer. Changed completely in appearance would be the box in such 
times. 
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If recent trends are extended comparatively slightly, a more 
detailed statement of anticipated designs can be made. Probably the 
outstanding trend in packaging has been toward the use of synthetic 
materials. Sawed wood as a material for containers, with most of the 
defects of the natural product intended originally to stand on end, to 
carry liquid upwards and to support widespread sun-seeking foliage in 
spite of wind and rain and snow, was followed by plywood with crossed 
grains in an attempt to balance the strengths. The logical development 
then was paperboard in which the wood cellulose fibres had been taken 
apart and put together again in a much more nearly uniform product. 
Now we have the numerous plastics synthesized to give us any desired 
properties. There is no doubt that the use in packaging of these 
materials, both colored and transparent, is destined to expand 
tremendously. 


Simplicity of design should be highly valued after the directness 
of war actions have conditioned us but it will be modified in packages 
by the extended use of color photography and by addition of devices 
facilitating the use of the packages in the home. 


Tougher, lighter materials will be used for shipping packages. 
Paper bags, for example, will replace many of the corrugated boxes 
now used for light, bulky articles which require little protection against 
compressive forces. On the other hand, the stronger corrugated boards 
recently developed will open to that type of container new fields in the 
shipment of heavier equipment and machinery. Water-proofed solid 
and corrugated fibreboard boxes will carry an _ ever-increasing 
proportion of the fresh fruits and vegetables shipped. 


SUMMARY 

Trends in packaging are intimately linked with social trends, which 
currently are in a turmoil. While the war lasts a large proportion of 
packages and package materials must be used for martial purposes with 
civilian packaging tending toward lighter, simpler and more economical 
design. After the war drastic changes in social economy might result 
in corresponding revolutions in packaging but a reasonable extension 
of past experience indicates expanded use of plastics, paper and paper- 
boards in more scientific designs which will be both more attractive and 
more utilitarian. 




































WAR MORTALITY AND LIFE INSURANCE 
J. A. CAMPBELL 


AR imposes itself upon all forms of business enterprise in one 

way or another, expanding those which are able to contribute 
directly to the war effort by producing munitions and supplies, and 
depressing others whose markets are cut off by wartime restrictions 
or by the sacrifices attendant on the struggle for victory. The business 
of life insurance is affected in many ways, some favorable and others 
unfavorable, but none so clearly and directly as the strain of claims 
due to deaths among men on active service with the armed forces. Such 
mortality losses from war must be guarded against by excluding all or 
certain causes of war death from coverage, or by providing for them 
by the accumulation in time of peace of adequate surplus and 
contingency funds. 


The choice between these two methods is not a free one. It depends 
on the probability that the country of which the policyholders are 
citizens may become involved in war, and also on its vulnerability to 
armed invasion if war should come. On the continent of Europe, where 
war has been an ever-present possibility, and where the long land 
frontiers afford many highways of invasion, nearly all men of military 
age have not only received military training, but are organized in peace- 
time into military units which can be called into service as soon as 
danger threatens. Life insurance companies on the Continent have 
found themselves forced to limit their risk by providing in their policy 
contracts that if death is due to military service in time of war, the 
amount payable will be reduced from the full sum insured to the 
reserve or the surrender value, or sometimes to the sum of the pre- 
miums paid. Full coverage against the risk of death in war has been 
granted occasionally in special cases on payment of an extra premium 
throughout the whole term of the policy. Another method was the 
inclusion of what is known as a prorogation clause under which the 
reserves on all policies would be reduced by a certain proportion in 
order to cover war claims, with a corresponding reduction in the sum 
insured on life policies, or with a postponement of the date of maturity 
in the case of endowments. 


All of the English-speaking countries have enjoyed the advantage 
of an insular position with respect to their possible enemies, which has 
protected them from the probability of armed invasion. The develop- 
ment of air power has reduced this protection as far as Great Britain 
is concerned but the Channel still remains an almost insuperable 
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obstacle to invasion by sea. Until the war of 1914 to 1918 the partici- 
pation of the British Empire and the United States in war was on their 
own terms. Even after that war ended, neither considered it necessary 
to continue in peace the compulsory military service to which they had 
been forced by that conflict. 


The special position of the English-speaking countries has enabled 
their life insurance companies to issue safely to civilians in time of 
peace, policies which gave full coverage against death due to service 
with the armed forces in time of war. Most peacetime policies were 
free of any restrictions as to occupation or residence, the few exceptions 
being those where the applicants were already engaged in military or 
naval service or were exposed to some other extra hazard. Even mem- 
bers of the armed forces were sometimes granted full coverage without 
extra premium, especially in the period following the last war when 
the hope for permanent peace was brightest. 


Such risk as may be involved in this practice is smaller than might 
be thought at first glance. A substantial proportion of the life insurance 
in force is on the lives of women and children. The great bulk of insur- 
ance on male lives is issued to married men, and the amount carried 
tends to increase with advancing age. The outstanding insurance which 
is on the lives of the young single men who form the majority of our 
sailors, soldiers and airmen is therefore a comparatively small part of 
the total business. The war losses incurred can be spread over the whole 
group of policyholders, and the surplus and contingency funds accumu- 
lated in peacetime may also be drawn on. The losses of war and peace 
are thus averaged and premiums are assumed to be based on this 
average mortality. 


While the issuance of clear policies in time of peace can be thus 
justified for certain countries, the situation changes as soon as war is 
declared and may even change when a country commences to build up 
its military forces to meet the danger of war. In Canada war restric- 
tions were imposed immediately on the outbreak of war, and in the 
United States war restrictions have been included by many companies 
in policies issued to men of the draft ages. These precautions are essen- 
tial, since otherwise persons who have entered the armed forces or 
contemplate doing so, would be likely to apply for policies for large 
amounts which they would carry only during the period of the war 
emergency. This would upset the averaging of losses between war and 
peace, which was mentioned in the previous paragraph, and might 
involve the company in serious difficulties. 
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Sailors, soldiers and airmen do not greatly need life insurance to 
protect their dependents against the possibility of death on active 
service. Their dependents are already protected by the arrangements 
made by the government for pensions to disabled service men and to 
dependents of those who die, to an extent far beyond anything members 
of the armed forces might themselves provide through life insurance. 
Any war risk exclusion made part of a life insurance policy will not be 
burdensome if it is designed so that the policyholder’s right to pension 
from the government becomes effective not later than the time when 
his life insurance policy ceases to protect him fully. 


In Canada the two benefits have been so joined that there is no 
time when a policyholder who enters the armed services is not pro- 
tected, and in fact, under certain circumstances both life insurance and 
pension benefits may be available. According to the rules of the Depart- 
ment of Pensions, a Canadian sailor, soldier or airman becomes definitely 
entitled to pension benefits upon leaving Canada for overseas service, 
and war clauses in Canadian policies therefore make this the dividing 
line. A member of the armed services may, however, also be entitled 
to pension for disability or death occurring in Canada if the cause of 
death or disability arose out of his service, and as his life insurance 
remains effective while he is in Canada there is the possibiltiy of double 
benefits. 


The war clauses used by Canadian life insurance companies and 
the British and United States companies operating in Canada, in policies 
issued since the outbreak of war are not identical, being adapted to suit 
the particular circumstances of each company and the wording used in 
the other parts of the various policy contracts. In effect, however, they 
are practically uniform, this having been the result of consultation 
between the companies with the approval of the Superintendent of 
Insurance of the Dominion and with the object of placing a matter 
which is so important to the insuring public on a basis where there can 
be no confusion or misunderstanding. 


The policy provisions with respect to engaging in aviation are 
usually included in the war clause, since there is a connection between 
them and the war provisions. In general, it has been the objective of 
the various companies to provide full coverage for a person who makes 
a moderate number of journeys by established air lines in the course of 
a year. Policyholders are, therefore, permitted to fly as fare-paying 
passengers without extra premium and with full coverage, unless they 
have before making application for their insurance been in the habit 
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of making very frequent trips by air. In that case a small extra pre- 
mium may be required, depending on the amount of flying done. If a 
policyholder becomes engaged in aviation otherwise than as a passenger, 
he would still have full coverage so far as all causes of death unconnected 
with aviation are concerned, but if his death should be due to an aviation 
accident he would be insured only to the extent of the sum of the 
premiums paid on the policy with interest at 3%. If he wishes full 
coverage against aviation accidents, he may apply to the company for 
a permit which would be granted on payment of a suitable extra 
premium. 


The war restrictions themselves depend on whether the death of 
the insured takes place within the Home Areas or outside the Home 
Areas. The Home Areas include Canada and the continental United 
States, the word continental being inserted to exclude overseas pos- 
sessions such as Hawaii and Porto Rico. Where a company carries on 
business in other countries in the Western Hemisphere, such countries 
are also included in the Home Areas, but the waters lying between them 
are not considered to be included and a permit may be required if full 
coverage against all war risks is desired during a voyage between one 
of the Home Areas and another. 


So long as the insured remains within the Home Areas he is covered 
against all causes of death, including those due to war, subject only to 
the restrictions mentioned above on engaging in aviation otherwise than 
as a fare-paying passenger. This full coverage is available in the Home 
Areas even if the insured becomes a member of the armed forces. 


If the insured leaves the Home Areas as a civilian and does not 
enter the armed forces of any country, he is still fully covered against 
death due to causes other than war; but if death is due to war, the 
amount payable would be limited to the sum of the premiums paid on 
the policy with interest at 3%. If full war coverage is desired as a 
civilian, application must be made to the company before departure 
from the Home Areas and the company may require the payment of an 
extra premium. At present a permit would probably be granted without 
extra premium for a journey of limited duration anywhere in the 
Western Hemisphere. 


In case the insured leaves the Home Areas as a sailor or soldier 
or enters the navy or army of another country after leaving the Home 
Areas, the amount payable if death occurs outside the Home Areas or 
within six months after his return would be limited to the sum of the 
premiums paid with interest at 3%. It will be noticed that all causes 
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of death are excluded for sailors or soldiers while outside the Home 
Areas. However, a sailor or soldier may obtain full coverage upon 
payment of an extra premium as specified by the company, provided 
application is made within 30 days after leaving Canada or within 90 
days of joining the armed forces, if that should be later. The extra 
premiums now being charged range from $25.00 per $1,000 per year 
for nurses to $90.00 per $1,000 for men in units such as infantry, 
artillery and tank corps which will be in close contact with the enemy. 


To the insured person who leaves the Home Areas as an airman 
or becomes engaged as an airman or in aviation training after leaving, 
the amount payable if death occurs outside the Home Areas or within 
six months after return would also be limited to the sum of the pre- 
miums paid with interest at 3%. There is no provision, however, by 
which an airman may obtain full coverage while outside the Home 
Areas by the payment of an extra premium. This is due to the wide 
variation in the hazard in the different branches of the air service, and 
the practical impossibility of fixing extra premiums which would be 
satisfactory to any broad group. For the most part, it could be expected 
that such extra premium would be paid only by those engaged in the 
more hazardous branches of the air service and the company would not 
obtain an average experience. During the course of his training in 
Canada, however, an airman may obtain full aviation coverage on the 
payment of an extra premium which at present would vary from $5.00 
to $60.00 per $1,000, depending on his duties. 


The amount of life insurance on which the policyholder can be 
granted the right to obtain full coverage by paying an extra premium 
is necessarily limited. A common maximum has been $5,000, but 
larger amounts are sometimes arranged under special circumstances, 
particularly at the older ages. 


The provisions described above cover the benefits granted in 
policies issued after the outbreak of war. Policies issued before the 
outbreak of war are free of war restrictions, but the policyholder, to 
preserve that freedom, must maintain his contract in force by the 
payment of premiums as they fall due. If a policy is allowed to go out 
of benefit the company is entitled to require, as a condition of reinstate- 
ment, that a war clause similar to that used in new policies be included 
in the reinstated contract. This right is of substantial importance only 
immediately after the outbreak of war when war clauses are first 
imposed on new issues. If war clauses were not required on reinstate- 
ments, many policyholders might reinstate their policies which had been 
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out of benefit in order to obtain a contract free of war restrictions. As 
time goes on practically all of the policies issued before the war become 
entitled to automatic non-forfeiture provisions which make it very 
unlikely that they will go out of benefit without the full knowledge of 
the insured. In any event the right to insert a war clause on reinstate- 
ment is not exercised for what might be called casual lapses. 


In addition to the benefits payable on death, life insurance 
companies issue disability and double indemnity benefits in connection 
with their policies. Disability benefits provide either for the waiver of 
premium payments during any long continued total disability, or some- 
times for the waiver of premiums and payment of an income to the 
policyholder. Double indemnity benefits provide that if the death of 
the insured is caused solely by accidental means the amount of insurance 
payable will be doubled. For both disability and double indemnity 
benefits only comparatively small premiums which are based on peace- 
time experience among civilian lives are required. It is almost always 
provided that the benefits cease to be in force if the insured engages in 
military or naval service in time of war, and this provision normally 
results in the cancellation of the benefit as soon as the policyholder 
enlists. Following this rule rigidly would work hardships in some cases 
where, for example, the military service consists of training for a 
limited period, or where the government pension provisions were not 
yet applicable since the insured still remained in Canada and any 
disability he suffered might not be due to his military service. A number 
of the companies therefore have entered into temporary arrangements 
by which disability and double indemnity benefits remain in force during 
service in Canada, excluding, of course, the aviation accidents which 
are normally excluded from such clauses even in the case of civilians. 


These temporary extensions of benefit while the insured remains 
in Canada can be continued only so long as service in Canada does not 
involve a substantial additional hazard. If Canada should become a 
theatre of war it would be necessary to discontinue the practice immedi- 
ately, and it might even be necessary to do so if military training in 
Canada should become so advanced as substantially to increase disability 
and double indemnity rates. 


The general effect of the war provisions is that protection afforded 
within the Home Areas is as complete for members of the armed forces 
as for civilains, with the possible exception of any further adjustment 
which may be necessary in the disability and double indemnity benefit. 
Furthermore, a policyholder who enters the armed service and leaves the 











42 The Quarterly Review of Commerce 


Home Areas is assured that his life insurance will come into full effect 
again not later than six months after he returns to Canada. This latter 
privilege may be very valuable if he should happen to be disabled by 
war service and thus finds it difficult on his return to obtain new life 
insurance. 


The provisions now effective are very similar to those which were 
operative during the last war, and some idea of their effect may be 
obtained by considering the experience then and now so far as it is 
available. In the last war, before the outbreak of the influenza epidemic 
of 1918, the normal rate of mortality exclusive of the war claims showed 
a substantial reduction from the rate experienced in the fifteen years 
preceding 1915. A similar tendency to lower mortality rates is in 
evidence in Great Britain during the present war. The experience of 
three Canadian companies just recently published shows death rates in 
Great Britain, including those due to war, which are lower than death 
rates being experienced by the same companies on their business in 
Canada and the United States. The experience of these companies and 
that of British companies indicates that war claims up to the end of 
1940 were about equivalent to an extra mortality of 10% of the normal 
expected. The great military casualty lists of the last war have not been 
duplicated in this war, but civilian casualties due to bombing have been 
heavy. 


All the British life insurance companies came through the last war 
with unimpaired finances. So far as policyholders were concerned, the 
only effect was the reduction or, in some cases, the postponement or 
cancellation of the customary dividends or bonuses. Among the Cana- 
dian companies a number were able to maintain their dividend scales 
through the whole period of the war and others found it necessary to 
make only mortality dividend reductions. The United States companies 
were relatively unaffected by actual war losses as will be realized from 
the fact that the battle deaths in the United States army were little 
more numerous than those of the Canadian army. Following the war 
the life insurance companies of all three countries successfully met the 
tremendous claims due to the influenza epidemic of 1918. When it is 
considered that the last war and the influenza epidemic combined were 
unable to affect the stability of the institution of life insurance, con- 
fidence may be felt as to its success in meeting the strain of the losses 
due to the present war, even though the conditions are substantially 
different. 


The period since the last war has witnessed a vast growth in life 
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insurance with corresponding increases in income and assets. Life 
insurance is now much more widely distributed than in 1914, and it is 
reasonable to prepare for war losses which may be larger in absolute 
amount than those of 1914-18, but it is also reasonable to assume that 
the relative strain of war losses will be no greater than it was then. In 
fact, the relative strain may be smaller so far as the armed forces are 
concerned. 


The average age of the fighting forces is probably lower in this 
war than in the last, and the number of persons required on the home 
front to maintain a sailor, soldier or airman in the field has doubled or 
tripled, thus automatically reducing the proportion of the population 
enrolled in the armed forces. The effective instruments of war in the 
1940’s are the airplane, the tank and the warship, each of them requir- 
ing a relatively small personnel for their actual operation in battle. The 
masses of men who carried out the infantry assaults on the trench lines 
of 1914-18 have so far had no counterpart in the present war. Instead, 
the lines of defense have been broken by the tank and the dive bomber, 
and the infantry take up the duty for which they alone are really fitted, 
that of holding and consolidating the gains. The risks run by the tank 
and airplane crews are heavy and casualties among them will be high, 
but casualties in the whole army may be smaller. Winston Churchill’s 
inspired words, “Never have so many owed so much to so few,” will 
likely continue to be applicable. This line of argument assumes that 
equipment and leadership will be such that concentrated power will be 
a realized objective, and that we shall not be forced by events and the 
lack of effort and vision to require pedestrian flesh and blood once more 
to oppose itself to speed and fire encased in armour. 


Before the outbreak of war, one of the unsolved problems was the 
effect which unlimited air bombardment would have on civilian popula- 
tions. The answer seems now to have been given. Where there is 
inadequate defense and little opportunity for warning, the results have 
heen Warsaw and Rotterdam with appalling loss of life and property. 
Great Britain, on the other hand, had effective defense by barrage 
balloons, gunfire and fighter planes, and in particular the enemy bases 
of operations, close as they were, were sufficiently far away to enable 
our fighter planes to take the air in time to meet the attackers. In 
addition, there had been time for organization of protective services 
and air raid shelters. The result has been that, while loss of life and 
property has been great, it has not nearly reached an insupportable 
level. Great Britain is still maintaining its life, its communications and 
its production, as a besieged fortress, it is true, but as a fortress which 
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is far from extremity. As mentioned before, certain Canadian life 
insurance companies have experienced mortality in Great Britain, 
including war claims, which compares reasonably well with their 
experience in Canada and the United States. 


The civilian population of North America is far removed from 
risks which are in any way comparable with those which Great Britain 
has sustained. There may be sporadic raids on either coast, but the 
burden of paying claims on account of the lives so lost would be easily 
borne by the great resources of the life insurance business. The prob- 
ability of sustained attacks on this continent on a scale sufficient to 
cause great losses of life and property is remote. Such sustained attacks 
may not be without the bounds of possibility, but if they become an 
actuality we should be even better prepared to meet them than was 
Great Britain, and in many respects less vulnerable. Life insurance still 
exists and continues to grow in Great Britain today. If it can do so, 
then how much more secure it is in North America. 


The record of life insurance in meeting war, epidemic and economic 
depression has been almost completely successful. Its success is not due 
principally to any special skill or vision of life insurance management, 
although its record in that respect will bear searching examination. 
Rather it is due most of all to the fundamental nature of the business, 
as a co-operative enterprise, as a great invention with its background 
in some of the basic desires of human beings, the love of life, the love 
of family and the hope of a secure old age. It is those desires as felt by 
its policyholders which give it its advantage of a relatively stable income 
in bad weather and good, and it is the consciousness of the existence of 
those desires and the obligations they impose on life insurance manage- 
ment which has made the record of life insurance one of continual 
growth and extension of benefits and security. 




















SOME ASPECTS OF WARTIME TRADE 


A. M. CHIPMAN 


Dade inary export and import trade is a major determinant of her 
national income, which in turn is the basis for her internal pros- 
perity and standard of living. Since, as the Bank of Nova Scotia has 
pointed out in a recent bulletin, Canada’s ability to carry her accumu- 
lated war debts rests upon the amount of her national income, Canadian 
trade in the post-war world becomes a problem of first magnitude that 
should be faced and considered. 


Dominating both the export and import trade have been, and are, 
the trading activities of the United Kingdom and of the United States. 
The Dominion’s exports and imports to both of these countries comprise, 
as the Canada Year Book, 1941, has indicated, a high percentage of 
this country’s total trade and but a small percentage of the total trade 
of Great Britain and of the United States. As a consequence, a small 
change in the trading policies of either of these countries may effect a 
major change in the national income of this country. 


Normally Canada has an export balance of trade with the United 
Kingdom and an import balance with the United States. Canada’s 
import trade balance with the United States, after adjustments for 
services, etc., has tended to be evened out by drafts against Great 
Britain’s dollar balances in the United States. 


This triangular trading relationship has now been broken by the 
liquidation of Great Britain’s resources in the United States and other 
means must be found in the post-war period to re-establish some type 
of balance. Since Canada’s interests are vitally affected, Canadian 
leadership in post-war trade organization is critically needed. 


CASH AND CARRY 
Passage of the amendment to the Neutrality Act, late in 1939, 
introduced the “cash and carry” principle into the munitions trade 
with the Allies, and laid the ground work for significant changes in 
the structure of wartime trade with all that these implied for the 
post-war world. 


The revision of the Act itself gave the Allies access to the industrial 
productive power of the United States. But this source of supply, even 
in the optimistic days of late 1939 and early 1940, was tempered by the 
fact that the dollar resources of the Allies were not inexhaustible, that 
shipping capacity, though large, had been seriously affected by the 














46 The Quarterly Review of Commerce 


withdrawal of American flag ships from belligerent areas, and that 
the industrial power of the United States, tooled to the principles of 
mass production, required time to be converted into an arms arsenal. 


Both Latin America and the United States became suddenly more 
conscious of each other. From the standpoint of Latin America, the 
trade needs were required imports of industrial goods, and the export 
of raw material surpluses, otherwise threatening their economies. To 
the United States, north and south trade provided some offset to reduced 
exports, employed tied-up shipping, and furthered the diplomatic 
objectives of the Good Neighbor Policy. 


The cash and carry trade with the United States, on the part of 
Great Britain, France, Canada and the rest of the British Empire, 
appeared to get under way relatively slowly. In part, this was due to 
the peacetime organization of American industry and the relatively 
small capacity available for direct war output. In part, it reflected the 
necessity for plant extensions, in many cases financed by the Allies. 
Other causes may include the time lag in the creation of an effective 
allied procurement organization in the United States and, to some 
extent, a desire to safeguard Allied dollar resources, and to develop 
war industries in Great Britain and France. 


Considerable progress, however, was made in the placing of 
orders, notably in planes and ships, with the French understood to be 
particularly interested in aircraft. 


A similar time lag in the placing of contracts for war materials 
can be seen in Canada. Contracts for plant change-overs failed to 
develop to the extent that many had anticipated. Notable developments 
during this period appeared to be the negotiation and development of 
the Commonwealth Air Training Plan, and the announcement of con- 
tracts with Great Britain for the purchase of food and metal. Prior to 
the outbreak of war, it may be noted, French interests had taken steps 
to develop an armament industry at Sorel, P.Q. 


With the outbreak of active warfare in Western Europe, cash and 
carry commitments appear to have been rapidly intensified, a movement 
that was carried still further after the collapse of France when Britain 
took over French orders and increased her own commitments in the 
light of her enlarged defence burden. 


The movement of American exports to the United Kingdom 
immediately after the outbreak of war dropped to a low of 31 million 
dollars in November, 1939, and then moved up after the revision of the 
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Neutrality Act to average between 50 and 60 million dollars for the 
first five months of 1940. Then as the crisis of war developed, the 
exports rose sharply to 78 million dollars in June, 108 million dollars 
in July, and 125 million dollars in August, 1940. During August, 1940, 
sales of surplus United States army equipment, the value of which had 
been placed at about 23 million dollars, were exported, most of which 
no doubt directed to Great Britain. 


A look at the types of goods exported by the United States to Great 
Britain suggests an expansion in British armament plant facilities as 
well as a greater dependence upon the United States for steel and steel 
scrap. Machine tool exports to Britain, ranging between 4 and 5 million 
dollars a month in the first six months of 1940, jumped sharply to 
around 20 million dollars a month during the last quarter of the year. 
Reflecting the need for steel for arms and arms factories, exports of 
iron and steel scraps totalled close to a 1,000,000 short tons in 1940. 
By the end of the year, exports of ammunition and other war weapons 
were running well ahead of the 14 million dollars a month for all of 
1940. While no values are given, sales of ships to Britain and Canada 
up to January, 1941, had amounted to about 500,000 tons. 


Canada’s imports from the United States show the pickup in 
Canadian industrial activity, and in her arms programme which be- 
came most noticeable around April, 1940. As derived from The 
Dominion Bureau of Statistics figures, the monthly average of imports 
during the the last four months of 1939 amounted to $54,309,000, falling 
to a monthly average of $52,477,000 during the period ending April 30, 
1940, then rising to a monthly average of $63,283,000 in the next four 
months ending August 31, 1940. During the last four months of the 
year, imports averaged $70,309,000 per month. 


The initiation of the Defense Programme in the United States 
undoubtedly aided the expansion of Great Britain’s expanded procure- 
ment policy as well as being aided by it. Manufacturers, with the 
United States Government in the market, could increase plants, and in 
many cases could concentrate available capacity on British orders. 
Government capital advances for plan construction assured not only 
faster financing but some protection against the hazards of over- 
expanded organization and equipment. In the same way, Britain’s 
purchases provided the nucleus of a trained personnel, and facilitated 
the introduction of technical improvements, not only in the product 
produced, but in the technique and speed of its production. 
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FINANCING CASH AND CARRY 
The procurement of war supplies for Great Britain and the sterling 
area has in effect liquidated the gold and dollar resources of the Empire, 
excluding Canada and Newfoundland. 


According to figures presented to the United States Congress in 
connection with Lend-Lease enactments, the United Kingdom had a 
total of 4,483 million dollars, including gold and dollar balances of 2,633 
million dollars, marketable securities of 950 million dollars and direct 
investments of 900 million dollars at August 31, 1939. 


During the sixteen months ended December 31, 1940, in addition 
to payments to the United States through trade, and dishoarded and 
currently mined gold totalling 1,810 million dollars, the United King- 
dom drew on her resources to the extent of 2,316 million dollars. The 
balance available at December 31, 1940, amounted to 1,811 million 
dollars, consisting of gold and dollar balances of 295 million dollars, and 
marketable securities and direct investments of 616 million dollars and 
900 million dollars, respectively. By March 1, 1942, the British esti- 
mated their available holdings at 547 million dollars, against which 443 
million dollars are due under existing commitments. 


CANADA AND CASH CARRY 
Canada’s foreign trade has long been characterized by a dependence 
upon the United States for steel products, coal, oil, etc., as major indus- 
trial goods, to which are added a variety of consumption products. In 
addition, interest and dividend payments in 1940 and 1941 have been 
placed at about 260 million dollars. 


Offsetting these imports have been the exports of a variety of raw 
materials, including metals, and various agricultural products, and 
newsprint. Exports of gold and funds derived from the tourist trade 
have materiallly aided in bringing the international trade picture into 
reasonable relationship. 


Canada’s normal export trade with the United Kingdom is heavily 
composed of agricultural products both raw and processed, metals and 
various types of manufactured goods which do not draw too violently 
on Canada’s basic needs for steel and other American import products. 


Normally Canada has a substantial export surplus on her trade in 
merchandise with the United Kingdom, offset in part by invisible 
service items such as shipping, and interest and dividend payments. 


For Canada, the base of the triangle was found in the large gold 
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and dollar resources of Great Britain and the United States, on which 
Canada could draw in liquidation of her net export balances for meeting 
the Canadian-American trade necessities, and for maintaining or 
aceumulating her own American resources. 


The war has decidedly distorted the triangular trade relationships. 
To the imports from the United States on Canada’s own industrial war 
effort has been added a steadily increasing reliance of the United King- 
dom for exports. While a substantial portion of these exports consists 
of food products, the expansion of Canada’s war output beyond the 
needs of Canadian armed services has increased the exports to Great 
Britain. And these are the products which draw heavily on supplies 
from the United States, for which Canada is required to pay under the 
terms of the Neutrality Act. 


While Britain’s purchases from Canada have steadily increased, 
her own industrial and military war effort has impeded the export of 
goods to this country useful to our own. Concurrently with Britain’s 
cessation of gold shipments to Canada the Dominion has in effect been 
financing Britain in addition to the United Kingdom’s disbursements 
in the United States. 


This increased pressure on Canada’s financing of American imports 
is indicated by adverse trade balance to Canada of $337,093,000, as 
derived from the trade figures of the Dominion Bureau of Statistics, 
for the sixteen months of war to December 31, 1940, and an estimated 
trade import balance of $400,000,000 for the twelve months of 1941. 


How Canada met the exchange deficit with the United States for 
1939 is largely a matter of estimate. Assuming interest and dividends 
for the last four months of 1939 were comparable in rate to those of 
1940, the $337,093,000 trade deficit is increased by $346,667,000 for a 
total of $683,760,000. Offsetting this deficit would be gold exports from 
current production of approximately $267,000,000 for the sixteen 
months plus the $225,000,000 of gold transferred from Britain, a total 
deduction of $492,000,000, leaving a balance of $191,760,000 against 
which would be applied whatever funds could be secured from the 
tourist traffic in 1940. 


For the calendar year 1941 the Dominion Bureau of Statistics 
estimates Canada’s American trade deficit at 400 million dollars, offset 
in part by gold exports of about $200,000,000, to which may be added 
a hoped for net tourist balance of about $150,000,000. When interest 
and dividend payments are considered , estimated at about $260,000,000, 
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a net deficit of around $300,000,000 in Canada’s trade with the United 
States is foreshadowed. 


Means of meeting this problem as a part of wartime finance and 
trade have received the joint attention of the heads of government of 
the two countries concerned, notably in the discussions leading up to 
the Hyde Park Declaration. Here three main methods were evolved,— 
the application of Canada’s purchases for materials and parts ultimately 
for United Kingdom destination to Lend-Lease account; a stimulated 
sale of Canadian metals and other materials; and a sale of our own 
surplus war production to the United States. Concurrently with these 
methods every effort has been made to reduce non-essential imports. 


Appraisals of the effectiveness of these means for evening out 
Canadian-American trade are speculative at best. In essence, they will 
depend upon the extent to which our exports of essential materials, 
chiefly of metals, can be increased, and the extent to which our surplus 
of war goods can be determined and shipped. Likewise, a possible 
determinant of the solution will be found in the manner of organizing 
and financing the pool of raw materials and war products themselves. 


In any event, some reserve for an adverse balance of trade is found 
in Canada’s investments and dollar resources in the United States 
estimated, by the Federal Reserve Bulletin in the January 1941 issue, at 
1,570 million dollars, of which 570 million dollars are in the form of 
gold and short-term balances. . 


THE LEND-LEASE ACT 
Since the approval of the Lend-Lease Act, the scope of its 
application has steadily widened, until, according to The New York 
Times of December 17, 1941, the countries to whom this type of aid 
may be extended cover two-thirds of the world’s surface and contain 
nearly two-thirds of its people. 


Authorizations under the Act now total 12,985 million dollars, of 
which 9,186 million dollars have been allocated. Contracts let amount 
to 5,243 million dollars, and money spent totals 1,202 million dollars. 


Based upon the need of supplying aid to Great Britain, Lend-Lease 
has introduced revolutionary principles into the concepts of defense 
and potentially into the methods of post-war reconstruction. It 
recognizes that the best interests of the United States may be served 
by the disposal of specified types of product on relatively undefined and 
elastic terms and conditions, and equally broad methods of repayment. 
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Thus repayment may consist of “kind or property, or any other direct 
or indirect benefit which the President deems satisfactory.” Under 
appropriate conditions, it is not difficult to consider that “any direct 
or indirect benefit” may take the form of joint co-operation of the major 
countries of the world in a return to a collaborative and mutually 
beneficial form of world trade. Its greater significance may well be 
associated with the “Four Freedoms” of President Roosevelt, and the 
implications of the Atlantic Charter. 


POOLED RESOURCES 


If this be a purpose behind the Lend-Lease Act, it readily leads to 
the concept of pooled resources which has emanated from the Washing- 
ton discussions of Prime Minister Churchill, President Roosevelt and 
Prime Minister King. For the entry of the United States into the war 
united in common purpose the most powerful industrial country in the 
world with the British Empire, Russia and China. To these resources 
have been added the primary producing capacities of a number of 
Latin American republics who have followed the United States into 
belligerency. 


The pooling of military and productive effort at once diminishes 
the financial significance of trade balance as such. Since Canada’s 
adverse trade balance with the United States is reflected in a corre- 
sponding output of war materials by the Dominion, the supply of these 
excess quantities by the United States constitutes a contribution of that 
country’s industrial capacity to a greater output of needed war materials 
in Canada. In the same way, Canada’s excess balance of exports to 
Great Britain becomes, along with the Dominion’s production for her 
own account, a measure of the capacity and contribution of Canada to 
the joint supply, as well as an aid in the maintenance of the military 
and productive power of the United Kingdom. 


The plan encounters, however, a number of difficulties in its oper- 
ation which require working out not only in a detailed manner but on 
a grand scale. In the economic and financial field there is the problem 
of determining how financial and commodity support may be given to 
those neutrals whose raw materials or favorable neutrality is desired. 
Provisions of funds and capital equipment for increasing the supply of 
needed raw materials is also a part of the same problem. Conceivably, 
these may be met by the Allied Powers nearest and most familiar with 
the problems of the neutral country or area concerned. Thus, as an 
example, the United States could take over the administration of the 
supply and support problems of the neutral Latin American republics. 
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Other complications in the execution of the plan partake of 
administrative and political aspects. In the administration, there is 
the essential problem of the co-ordination of supply, production and 
movement, involving the allocation of the shipping, and of materials 
for the maximum output of war goods. There is the question of defining 
war goods, for which the Lend-Lease Act may supply an answer, and 
equally important, the restriction in the use of materials for civilian 
purposes,—which could be a clear cause for friction if not evenly applied 
in the future and appreciated by the peoples of the Allied Nations. 
There is the problem of the most effective use of manpower and an 
equal ratio of sacrifice in proportion to the capacity of the different 
nations to make those sacrifices. Certainly, the doctrine of compensa- 
tions for short-comings must be availed of sparingly, and clearly and 
widely understood when the request is made. The lot of “slacker” 
nations at the peace table can be a hard one indeed. 


Politically, understanding and tolerance are internationally 
required in the efforts being made. There will be need for constant 
information for the public, and the reaffirmation of policies as well as 
individual self-restraint, to maintain a maximum co-operation among 
the powers. 


Basic to the functioning of the plans of a materials and production 
pool, are the drafting of agreements on collaboration in the solution of 
post-war problems, in which war debts heretofore accumulated during 
the present struggle will have been considered, and which provide, as 
well, for the development of a framework for international action in 
reconstruction and post-war trade. Since the United States has entered 
the war in defense of the same rights as those for which the Allies have 
been struggling, write-offs of lend-lease aid could conceivably be made 
in consideration of the benefits Britain and the other powers have 
conferred on the United States. 


Discussion of post-war problems centre around the political organi- 
zation of Europe, the political problem of Germany and possibly Japan, 
and an economic reconstruction of Europe and the world which assures 
both materials and markets to the nations of the post-war world. 


The position of Great Britain and the British Empire in that 
picture must be clearly established in the light of the diminution of 
their financial and capital resources which the struggle has caused. 
Trading relationships between the United States, the United Kingdom, 
the rest of the British Empire, and Russia, as well as China and the 
other major nations of the world, must be analyzed for possibilities of 
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complimentary economic activity. For it must be noted that the 
development of the plans for pooling resources will have not only 
stimulated production, but will have reduced the relative importance 
of tariffs, and will have emphasized the interdependence rather than 
the independence of the Allied Nations. The problem in the post-war 
period will be that of integrating the economies of the present enemy 
nations into a broader plan of world trade. 


Financially it may be noted that the neutral countries producing 
primary materials will have acquired substantial gold and dollar 
balances against the United States, while gold production in the British 
Empire, estimated by the Federal Reserve Bulletin at around 850 million 
dollars per year, will have partially re-established a fund of working 
capital for post-war trade and reconstruction. 


Governmental agreements on the restraint of exploitation of 
material shortages and world needs must be thoroughly understood and 
implemented, for in the last war it may be noted that unwillingness 
existed in various sections of both the United States and Great Britain 
for an allocated supply of needed materials and shipping for the weaker 
economic allies of that time. Equally important is the development of 
international supports for countries producing primary materials in 
surplus quantities. Co-operation in the control of excess production, 
widened markets and a conceivable application, internationally, of the 
principle of the ever-normal granary constitute areas for co-operative 
pre-peace planning. 


In its widest aspects, the post-war problem is one of a progressive 
reconstruction on the principles of complimentary production, including 
the development of backward economic areas, and the concurrent return 
to normal of the occupied, the war-torn and the defeated powers. 


In this period, some application of the principles of Lend-Lease are 
clearly appropriate. Essentially a form of the export of capital, lend- 
lease can rebuild the industrial fabric and at the same time pave the 
way for stabilization of exchange. Under these conditions, currencies 
may be established on a non-deflationary basis on gold and have a real 
chance of permanence. Concurrently, reconstruction under Lend-Lease, 
participated in by the stronger economic powers and requiring repay- 
ment in kind or indirect benefits, would not throw an unbearable burden 
on currencies as was the case at the end of the Great War of 1914-18. 


Much will depend upon the realism and idealism of the Allied 
Powers, not only in organizing the vast resources and spaces of the 
1United States Co-operation with British Nations, National Planning Association. 
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world for victory, but in currently setting up the plans for the post-war 
which in turn are based upon the changing nature of the industrialism 
of the world. The realization must be widespread that the maximum 
long-term benefits can be secured not through short-term exploitation 
for profit, but through a developing and broadly planned trade structure 
in which international gains become translated into security and a 
rising standard of living. 


Peculiarly influential in the post-war world will be the United 
States through her industrial and military power, and Great Britain 
and the Empire through the import character of the United Kingdom’s 
market and the spread of industrialization within the Empire. Since 
the policies of one nation condition and often determine those of other 
powers, vision and compromise will be needed to maintain world-wide 
participation of these powers in a co-operative scheme of trade. 


Canada holds a unique position in the relations of the Empire and 
the United States, in that her national income will be vitally affected by 
the trend in the policies of the United States and Great Britain. It is 
here that the Dominion’s opportunity for leadership presents itself, not 
only in interpretation, but in the sponsorship of internationalism in its 
soundest and broadest manifestations. Canada has already achieved 
much in the magnitude of her own war contribution and in her economic 
integration with the United States for a maximum war effort. It now 
remains for her to consider the next step. 

















THE DEVELOPMENT OF SUPERVISORY AND 
EXECUTIVE TALENT TO MEET 
THE EMERGENCY 


H. L’ECUYER 


MPLOYMENT and training go hand in hand in the development 

of supervisory and executive talent. The training program must 

be fashioned in accordance with the supply or lack of supply of trained 

and experienced people, and a company can employ only the number 

and type of personnel which it is prepared to train to give the service 

needed. This article will discuss the forethought which should be given 
to the development of management personnel. 


Management Officials 

Supervisors are those officials of an organization who directly 
oversee the workers. Executives guide and direct the work which the 
various units of the organization are to perform. Both are management 
officials, and they shall be so considered in this discussion. The problem 
of developing management personnel arises most acutely out of the 
expansion of organizations to meet increased production for war needs. 
In small organizations executive and supervisory work may be per- 
formed by the same person. As organizations enlarge, different persons 
are assigned to executive and to supervisory positions. 


The supervisor or foreman is usually thought of as “up from the 
ranks,” whereas the executive has usually been more closely identified 
with the owners of the business. These distinctions do not reveal the 
kind of job each performs but only the point from which each started 
his development. Executive work does tend to require more abstract 
thinking, whereas the foremen or supervisors work amidst employees 
who are doing “real” things—perhaps making guns, bacon, or airplanes 
for the war. But neither the executive nor the supervisor is a clerk or 
an operative; and therein lies one similarity—neither one works with 
“real” things. Furthermore, in the very large organizations where 
there is much specialization in the positions, neither the executive nor 
the supervisor gives legal opinions or keeps the books or writes up the 
company newspaper or draws blueprints. These things may be done 
through the supervisor or the executive, on his authority, but they are 
done by experts in law, accountancy, journalism, and draftsmanship or 
engineering. Evidently the supervisor and the executive also have a 
lack of “expertness” in common. 


Management officials must be conversant with the expert knowledge 
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and skills used within their area of responsibility. But theirs is the 
job of expediting: the use of the facilities with which they have to work. 
They act as reliable observers and informers both with superiors and 
subordinates concerning conditions of which they should be made aware. 
They co-ordinate work so that the company can produce goods under 
such conditions as will enable it to carry on. These duties of manage- 
ment officials are common to supervisory and executive officials. 


The distinction between executives and supervisors is less a 
distinction in the content of the work they have to do and more in the 
maturity with which they manage. The latest development in the science 
of management has been to place more and more of the responsibility 
for final results directly on the man in charge of the job, whatever his 
title may be. But this has been preceded by development to mature the 
enterprise and the comprehension of company objectives of these 
officials. Some officials are more capable of accepting final responsibility 
(no responsibility, of course, is absolutely final) ; some officials are best 
adapted to intermediate responsibility. Although we distinguish 
executive and supervisory talent, what we should distinguish is the 
maturity of management talent which is to be developed to meet a 
specific situation. 


The Immediate Need for Management Personnel 

Top management is likely to be already convinced in expanding 
organizations that additional managerial help is needed. One of the 
first jobs of top management is to estimate carefully the probable 
amount and kind of executive and supervisory personnel to be needed. 
One can certainly understand and sympathize with a head executive 
who, amidst a welter of problems, decides that there are too many 
problems for all of them to be solved immediately. Since immediate 
problems have to be met, he might wish to leave the long-range 
problems, such as development of management personnel, to a date 
when time will not be so precious, or later developments may indicate 
the solution to these problems. One may sympathize but one is not 
likely to agree that temporizing with important problems makes the 
problem any easier. 


Sparring for time does not solve the problem of developing a 
sufficient number of management personnel. Some companies have 
already brought into their organizations such seasoned management 
personnel as is interested in a new connection, whether for patriotic or 
for other motives. Even though other experienced management 
personnel becomes available later, as from those industries whose busi- 
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ness is restricted by the war effort, there will also be more companies 
bidding for their services. 


The nature of the job ahead is an even more basic reason for adding 
to management personnel early. No man who has started a business 
or organized a new department will deny that the organization period 
is indeed the time when one lacks enough hands and enough legs to get 
everything done that should be done by persons of management calibre. 
Managers can supervise more employees later when the job has been 
formulated, when the initial exchange of viewpoints has been accom- 
plished, and when employees have been put to work and have gotten 
into their stride. Since, in the final analysis, each management official 
can work only with a limited number of people, and since his work 
will be heavier while he is bringing his unit into working condition, 
he should be brought into the organization as soon as his eventual need 
can be recognized—even before the first employee whom he is to super- 
vise or use in his work has been designated. 


How Many Management Officials Will Be Needed? 

No concrete number of management officials for a given number 
of employees can be stated. The number of subordinates working under 
a single official in successful organizations varies from two or three to 
about forty. Consideration can be given, however, to the following 
factors which will influence the decision: 


1. If the plan of organization is logical and definite, 
responsibilities and authority are definite. Fewer management 
officials will be needed, because each executive or supervisor 
can handle a larger number of people if all persons know 
definitely where they fit and to whom they are responsible. 


2. When an official, however, must keep in touch not only 
with his superior but also with a number of other persons, 
such as staff experts, he can have fewer people to supervise 
under him. 


8. The ability and experience of the persons concerned 
will make a difference. Some executives and supervisors can 
handle a great volume of work, while the ability of their 
subordinates to work with a minimum of direction will enable 
them to do so. 


4. A supervisor can handle a larger number of persons 
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doing simple work of a similar nature, while the dissimilarity 
in the problems of executives does not allow them to supervise 
as large a number of persons. 


5. If the work of the organization is changing in nature, 
if the number of personnel is changing, or if the character of 
the personnel is changing, fewer persons must be supervised 
to allow extra time in adjusting to these changes. 


6. The division of the executive’s time between executive 
work and other duties he performs will affect the number of 
persons he can effectively supervise. For instance, an executive 
who sells the large accounts may be away from the office too 
much to supervise as many persons as he could otherwise. 


These principles produce no mathematical formula showing the 
number of persons who can be supervised, and vice versa, the number 
of management officials who must be provided for supervision. The 
number of workers or clerks under the lowest grade of supervisor 
depends practically on the arrangement of the working space, the nature 
of the work, the reliability and attitude of the employees, and how much 
time the supervisor or foreman will have to spend in training workers. 
If a management official has too many subordinates requiring his direct 
attention he loses touch with them. He is no longer able to appreciate 
and smooth out their difficulties, much less to take the initiative in 
improving their performance. : 


The loyalty to the organization and personal affinity between em- 
ployees which enables them to work seemingly without effort is usually 
lacking with newly developed groups and will require that more checks 
and safeguards appear among the management personnel. Loyalty is 
that assurance that “personal contributions of executives will be present 
at the required positions, at the times necessary, without default for 
ordinary personal reasons.” Affinity is “fitness” to the situation which 
enables work to pass without raising issues calling for formal decisions, 
so that work is held up while awaiting these decisions and then forced 
into the straight jacket of regulations. 


As a means of keeping the number of subordinates reporting to 
a management official within effective limits, (1) a new level or levels 
of management rank may be added or (2) executive assistants may be 
used to so relieve the official in matters not requiring his personal 
attention that he can retain the supervision of a large number of sub- 
ordinates. Which method to use depends on the person concerned. 
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With the former method, an official who can supervise six persons, 
each of whom can in turn supervise six persons, is able to direct the 
work of thirty-six persons of the lowest rank, and a total of forty-three 
persons will be working on one activity. 


The ratio of management officials to workers should increase at 
an even greater rate than the working force increases, and should 
precede increases in the working force. Enlargement of the organiza- 
tion will add to the amount of work in early stages and to the number 
of persons among whom co-ordination must be accomplished through 
management officials. The new management personnel and the new 
working force may be expected to show less proficiency than the old. 


Where to Start 

The development of a full complement of management personnel 
should proceed from the top downward, for only as each top official 
finds his immediate task of personal supervision lightened can he give 
of his experience and ability to the improvement of the company’s 
program of work. With an enlarged organization under way which can 
absorb and execute plans laid out, attention should then be given to 
expert services. A capable organization will soon lose its morale with- 
out problems challenging its ability with which to work; and it is 
often to the advantage of top management to have experts feeding 
plans and suggestions to them for their consideration and adaptation 
to the organization. 


The Administration of Employment and Training 

Burdened as they are with other pressing work, top executives are 
turning over more and more of the work of preparing plans for man- 
agement development to personnel experts, either in their own personnel 
department or on a consulting basis. Personnel people accept these 
assignments under difficult circumstances, which perhaps best explains 
the fact that these responsibilities have been given them. This discussion 
began with the statement that employment and training go hand in 
hand in the development of supervisory and executive talent. Manage- 
ment officers will have to be trained as the supply becomes scarce, and 
the company should employ only those it can train. Companies should 
recognize these facts and prepare their training programs for the job 
they will have if there is much broader conscription for the armed 
services, as well as for even greater production than has yet been 
authorized. In many cases this will include the development of women, 
not only as operatives but also as supervisors. 
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Top management must be convinced that the increasingly im- 
portant job and added volume of work to be performed in developing 
personnel calls for ability suited to the responsibilities. Because the 
work of many personnel departments has been kept clerical in nature, 
managements have stressed familiarity with the company’s own routine 
details in picking its staff. As personnel service broadens and its work 
comes to influence the very fiber of the organization, the principal 
personnel people should spend less of their time with clerical work, 
and must concentrate on those issues which will be uppermost in the 
minds of the general management. If persons who comprehend general 
personnel objectives and can relate these objectives to the other main 
company policies are not to be found at present in the personnel depart- 
ment, the general management has two alternatives: to assign general 
executives from other tasks to the personnel department, or to fill the 
job with a personnel expert who has the capacity also to relate his skill 
to general management questions. 


The use of general executives from other departments reduces the 
executive talent available for those other assignments at a time when 
such talent is scarce. Even if sales executives are used, because they 
are available as a result of the war developments of the market, these 
executives will find difficulty in reorienting themselves in personnel 
work concentrated on production. There is, on the other hand, good 
reason for using personnel experts, for a capable personnel man will 
develop along with the entire organization. Some companies will use 
personnel consultants or share the direct ability of a personnel expert 
with another company. 


A definite effort will be required to find good personnel people, as 
also to fill major management positions with capable persons. But once 
this job is completed, the general management will be able to place its 
confidence and receive valuable assistance in the difficult job of employ- 
ing and training other executive and personnel talent throughout the 
organization. They may have further assurance that the numerous 
other problems of personnel will not be pushed aside and attended to 
with effort diluted by many other responsibilities. 


The official personnel of the company from the president down 
must be imbued with the value of expert assistance if specialists are to 
be used in developing talent. Employment and training departments 
would exist in a vacuum without the support and participation of other 
departments. The employment man works with operating officials in 
securing the personnel they need. A training expert, whether or not a 
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different person from the employment man, works with executives to 
organize training activities, inspires the organization with a desire for 
self-improvement, supervises the preparation and periodic improvement 
of the content of training material and methods of training, trains 
executives to carry on their own training, and generally advises 
management on the development of personnel. The training man must 
be tactful and of strong character. Head executives acquire a habit of 
defending themselves against the attempts to convince them of most 
things. Men who have risen from the ranks believe their success justi- 
fies absolute adherence to their own methods and attitudes. Training 
will not thrive on passive acceptance by head executives, for their 
attitude will pervade all levels of the management. 


The training expert does not train each employee, for no training 
director could be expert in all kinds of training. He finds out what 
training will improve the organization, relates this information to the 
general objectives of the company, and finds and motivates the persons 
who can train satisfactorily. 


While the training problem is acute because of the untrained people 
which war industries are having to accept to step up production, train- 
ing is not an activity which should be confined to periods of expansion. 
Under the changing conditions which preceded and may be expected to 
follow the war, an organization which does not attempt to improve 
itself constantly, but tries to stand still, is soon left behind as the 
competitors pass on ahead. 


What Is Desired in Management Which Is To Be Developed 

The most mature kind of management that can be attained is the 
objective towards which management development should aim. But 
there is no use deluding ourselves with the thought that this maturity 
can readily be attained in companies which are undergoing tremendous 
war expansion. Let us see why this is so in terms of past experience. 


The Industrial Background 

The industrial system has undergone tremendous changes in 
organization and character of management personnel. Many of these 
changes were well under way by the end of the last century; but 
changes have continued to occur right up to the present date. Some 
industries engaged in war production are only now experiencing the 
urgency of some of the changes other companies found necessary 
seventy-five years ago. Yet companies that have gone through these 
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developments are having to go through them again, in somewhat modi- 
fied form, because of the expansion of their organizations for war 
production. These changes are part of the pattern of the maturing of 
an industrial organization. 


The development of mechanical equipment and transportation in 
the nineteenth century made it possible for companies to manufacture 
products uniformly, quickly, and cheaply in large volume and to sell 
these products in places farther away from the factory. To do so larger 
amounts of capital had to be invested in equipment, which the workmen 
did not have; so the small workshop began to pass from the picture. 
The workmen, who had carried the making of the product through all 
of its steps, were assigned to a few operations, for it would have been 
illogical and costly for the workmen to move from machine to bench 
to machine to complete the making of the product. The cost of owning 
the mechanical equipment used in production became an item large 
enough to justify special attention to its use by those interested in the 
profits of the business. 


When workmen were paid for the product of their hands they were 
the principal losers from inept or indifferent effort; managing their 
work under that system of small capital could also be inept and 
indifferent without much actual loss on capital put into manufacturing 
equipment. But as capital became tied up in equipment and in the costs 
of an organization personnel enlarged to handle and manage the larger 
production possible, and as workmen specialized on one operation, the 
assurance of a highly efficient flow of work became vital to the whole 
organization. Many costs of owning the equipment and of keeping the 
organization would go on. If the company could not produce goods 
under such conditions as would enable it to carry on, if it could not 
use equipment and its organization efficiently, it would have to cease 
to exist as an organization, either immediately or by letting its assets 
dwindle away until its means of carrying on were reduced to nothing- 
ness. However, all business organizations were in about the same 
position, and as long as nothing was done by any one of them to assure 
better results, a company might drift along with an efficiency about 
equal to that of other companies. Some companies still get along with 
this way of doing things; for others new conditions upset the old ways, 
and just now, expansion of organizations for war production will upset 
some of the old ways. 


Under the impetus of a development, now known as scientific 
management, the idea grew that careful investigation will reveal that 
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there is one best way of doing things, that experts should investigate 
and discover these “best ways,” and that among the “best ways” are 
means of assuring that improved methods of work will be used to their 
full effect. 


Business leadership used to consist almost entirely of the personal 
ability and enterprise which was the product of an individual’s back- 
ground of experience and circumstances. There had never been much 
deliberate improvement of management ability. But when it was found 
that experts could uncover improved methods of production, which 
foremen were neither experienced nor inclined to use, the next develop- 
ment was to undertake to find deliberately those means of assuring 
that leaders in management positions would use all of the tools of 
efficiency that could be placed at their disposal. 


Stages of Management Development 

We have described up to this point the changes in the industrial 
arts which preceded the maturing or development of management 
organizations. Let us recall that in the first step with which we begin, 
managerial personnel —that is, supervisors and executives, are the 
result of their own personal background of experience and circum- 
stances. In the next step, these “natural leaders” are found lacking in 
any but personal experience and disinclined to use new methods which 
have been developed by experts. The controllers of some companies 
were convinced, however, that the expert’s methods should be used. So 
they carried out one of the expert’s recommendations and took away 
from supervisors and foremen much of their authority over operations. 
Executives divided up this authority and gave it in parcels to specialists. 
These specialists, with more or less support, and with various degrees 
of co-ordination of their efforts by executives, worked directly with 
supervisors in advising and supervising the actual performance of 
various aspects of productive work. In the extreme instances of this 
stage of development foremen and supervisors became little more than 
“straw bosses” bearing the brunt of personal relationships which 
became highly confused. 


By the time of the third stage in the development of management, 
the experts had gone far in the improvement of their narrow special 
fields in the business, but extreme effort along special lines did not 
always produce the best results for the business as a whole. Conse- 
quently the idea gained following that while the experts should be kept 
available for the use of managerial personnel, supervisors and execu- 
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tives should have their authority to co-ordinate operations reinstated. 
To assure, however, that they should still make use of the continuously 
developing improvements in business methods, supervisors and foremen 
should be specially trained to call on and make use of such services as 
experts kept by the company could offer them in the conduct of their 
departments. 





In the fourth, most highly matured stage of management talent, 
supervisors and foremen are placed virtually in complete charge of 
their departments, much as if their departments were in fact a separate 
business organization. They are held strictly accountable for results, 
considering their departments as a separate business. Among the 
departments so divided and separated are the expert service depart- 
ments, who offer:and receive credit for their expert services as if their 
department also were to stand alone as a business organization. Yet a 
superior executive organization still exists to gain for all of these units, 
that is for the company as a whole, the benefits of private enterprise 
without the defects of wholly self-controlled individual business units. 


These stages in managerial development are not to be found in 
exactly the form described in any business, but separation of the stages 
of development will clarify for us some of the developments which 
may be expected in expanding war organizations. The kind of manage- 
ment organization that a company must use depends to a great extent 
on the maturity of the management ability which is available. While 
describing the development of management, we have seemingly con- 
sidered executives as not affected by this pattern of development. They 
have been affected — at times the efficiency experts have seemed to 
exercise more control than the top management—but actually executives 
have to accept most of the final responsibility. Consequently, top execu- 
tives have remained, nominally at least, in the fourth or highest stage 
of management maturity, that is, they must accept responsibility for 
the success of the whole business as a unit. 


The Kind of Management Development for This Emergency 

Since this discussion has been prepared for those who have a real 
concern about the development of supervisory and executive talent, let 
us assume their concern arises from well-founded doubts about the 
availability, either within or outside a company, of managerial talent 
suited to the company’s present maturity of organization. The company 
may be one of those with a high development of ability among its super- 
visors and foremen, the standards of which may not be maintained. On 
the other hand, the company may be at some intermediate stage of 
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development—which is where most companies are actually—and the 
executives may wonder—what next? 


In the expansion of plants considerably more division of manage- 
ment work than characterizes most smaller organizations may be 
expected, and the management personnel will avail itself of the services 
of more experts. The management official cannot carry on in old ways; 
he cannot resign to the experts; and yet new supervisors will not be 
well rounded in all of their responsibilities. The management official 
will have to be “directive and co-ordinating head, and leader of the 
group, responsible for its morale and effectiveness.” 


It is unlikely. that additional supervisory talent can be found and 
developed quickly to do expertly all of the tasks of the all-around fore- 
man. He has had such diverse duties as fixing time rates, estimating 
costs, supervising machine installation and repair, hiring workers, 
keeping production records, inspecting work, training new employees, 
advising on process changes, and securing the required output. Just 
as the production worker’s task is simplified when skilled men are 
scarce, so that men of fewer skills can perform a few operations with a 
minimum of training, so also we may look for the foreman or super- 
visor’s job to be broken down into parts on some of which he can be 
given help by specialists. 


The personnel for upgrading specialists in narrow fields is already 
to be found in most companies. Companies which have gotten along 
without specialists may find that in newly organized expert departments 
their present personnel will rise to broader responsibilities, but at least 
with a definite subdivision of work a company will know the kinds of 
expertness it must find in specific people and will not be looking for 
experts in all things in filling all of its positions. Among expert services 
to develop, a maintenance department may look after machines. An 
engineering department will be able to aid the supervisor in improving 
methods and in developing standards of labor and machine performance 
and waste control. A cost department may figure costs, and relations 
with the government agencies concerned with compiling costs will be 
handled by its specialists. A planning department will be better able 
to oversee the routing and scheduling of work so as to achieve the 
greatest utilization of capacity. An inspection department may be found 
better able to check that work is done according to government specifi- 
cations. Purchasing and stores can be handled by persons who keep 
aware of the vagaries of supply and can keep raw material waste to a 
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minimum. A personnel department will recruit workers from sources 
that the foreman would be unable to tap while attending to his job of 
getting out production. These services are illustrative only; the course 
of development in any company should follow its own needs. 


Yet the foreman or supervisor will be left with the responsibility 
of administering the actual job of production, which means that he must 
be specially trained to expedite work by making use of all the specialized 
services which the company can develop to aid him in the technical 
aspects of his job. While knowledge of and skill in using the company’s 
expert services does not by any means constitute the whole of the 
management official’s job, this is the first objective in the development 
of supervisors and executives. Top management must not let the new 
management official down. Training, deliberately planned and executed, 
will have to follow employment. 


There are many who will take issue and contend that technical 
expertness as to processes is the first emergency objective in the 
development of management personnel because, after all, workmen must 
be trained in the operation of the process. While gladly admitting that 
the work will not go far without “know how,” technical skill is only one 
of the factors contained in that “know how.” Technical men can be 
discovered and used in training workmen as in other fields, but if 
established in management positions on the basis of their technical 
expertness, they are inclined to nourish their narrow specialty. The 
management service of co-ordinating all of the company’s activities is 
the property of each business organization alone. Each company must 
find and develop in its own subordinate, executive and supervisory 
personnel a pervasive and enterprising spirit to make the whole 
organization work towards its general purposes, for no one else will 
do so. 


To summarize, supervisors, foremen, and executives are all a part 
of the management organization. As an organization expands it should 
ordinarily develop additional management personnel and do so before 
increasing the working force. Top executives may be relieved of some 
of the increasing burden of organizational detail by choosing their 
immediate subordinates first, then acquiring experts, then developing 
lower management officers. Specialists may assist in the employment 
and training of management personnel. Because companies vary among 
themselves and within their own organizations, the course of manage- 
ment development should be patterned to each situation. The develop- 
ment of all-around management officials may be an impossibility in 
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companies inadequately staffed with personnel ready for promotion; 
in them expert departments should take over specialized services, while 
new management officers are trained as co-ordinators of these special 
activities and expeditors of the productive work under their control. 
Experts hired outside can perform in their narrow field in any business, 
but management co-ordinators are the responsibility of each business 
to develop largely for itself. Expansion of organizations, therefore, 
calls for foresight and planning as to the development of management 
personnel. 


In the second part of this article, which will appear in 
our next issue, Mr. L’Ecuyer will discuss the more immediate 
problem confronting industry, the selection and training of 
workers. 





CANADA’S EXCESS PROFITS TAX ACT 
P. R. PEARSON 


ANADA’S Excess Profits Tax Act imposes direct taxation on all 
Canadian businesses other than those maintaining professional 
activities. Unlike the Dominion Income War Tax Act, this tax is levied 
on proprietorships before any distribution of profits is made to partners. 


The Act is administered by the Dominion Income Tax Division of 
the Department of National Revenue. Many of the sections of the 
Dominion Income War Tax Act are applicable and will be applied in 
collecting this new form of tax. 


The Act is designed to bring into the National Treasury revenue 
from excessive profits, consequent on the national emergency. The 
title is slightly misleading in that a minimum rate is imposed on all 
businesses showing a profit in excess of $5,000.00. 


RATES 
The rates for 1941 are: 


Corporations: 

75% of the Excess Profits after deducting 18% (Dominion Income 
Tax Rate) of the income subject to the Excess Profits Tax; that is, the 
income in excess of the standard profits established. 


22% minimum on the entire net income. 


Taxpayers Other Than Corporations: 

75% of the Excess Profits or the profits in excess of the standard 
profits established, or 

15% minimum on the entire net income. 

In all cases the greater of the two rates is payable. 


Emphasis might be placed on the different calculations of this tax 
for corporations and other taxpayers. In the case of corporations, the 
income tax rate is deductible from the excess profits before calculation 
of the Excess Profits Tax. In the case of other taxpayers, the portion 
of the Excess Profits Tax applicable to each partner is deductible before 
calculation of the Dominion Income Tax rates. 


Standard Period 
The standard period or the period used to determine a standard 
profit of all businesses is the four caiendar years 1936-7-8-9. 


This period is, however, subject to exceptions. A taxpayer whose 
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business commenced after January 1, 1936, will use as his standard the 
period between the date of commencement of his business and December 
31, 1939. A taxpayer whose business commenced after December 31, 
1937, may apply to the Board of Referees for a standard profit. 


In the case of a business where the profit for any one year is less 
than the average of the other three years that one year may be dropped. 
Standard Profits 


The standard profits are determined as follows: 

1. The net income as assessed by the Income Tax Division for the 
years 1936-7-8-9. If a business is not depressed, this appears to 
be equitable and offers little difficulty. 


2. Basis of a return on employed capital of 5% to 10%. The rate 
used is determined by the administrators of the Act. Application 
must be made to the Board of Referees set up under this Act to 
deal with these cases. 


3. In extreme cases the standard profits may be determined by the 
Board of Referees on any other basis. 


4. The minimum standard is $5,000.00; hence many taxpayers will 
experience little difficulty in determining their standard profit. 
Determination of the standard profit offers considerable difficulties. 


Some of these difficulties are listed below: 
(a) The depressed condition of certain industries during the standard 


period. 

(b) The depressed condition of certain businesses within certain 
industries. 

(c) Some businesses need greater capital than others to earn similar 
profits. 


(d) New businesses with small capital which began operating since 
December 31, 1939, or late in the standard period. 


It might be emphasized that taxpayers whose profits show a good 
return on employed capital during the standard period will experience 
little difficulty. If they have earned more than 10% on their employed 
capital they will be in a better position than the industries or businesses 
which were depressed during the standard period. The depressed 
industry is limited to 10%. 


Certain industries require greater capital than others, and very 
often the capital is turned over more slowly. It will be found that 
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manufacturers who produce an article which is bulky or one which 
requires considerable processing must have more invested capital than 
those who produce a less bulky product or one which requires possibly 
only one operation. Furniture manufacturers, for example, whose plant 
is large in relation to turnover, require dry kilns, spacious factory rooms 
for sawing, planing, glueing, finishing, packing and storage and there- 
fore greater invested capital. Tool and Die Manufacturers on the other 
hand, whose turnover is large in relation to capital, require less space 
and machinery and turn over their capital many times a year. Thus it 
will be seen that when a taxpayer has his standard profit based on 
employed capital this could easily be out of proportion to the annual 
turnover. 


In passing a recent amendment to the Act, the Legislators evidently 
were mindful of the relationship of capital in different industries and 
businesses. This section reads as follows: 


(3) If on the application of a taxpayer whose business either was 
depressed during the standard period or was not in operation 
prior to the first day of January, one thousand nine hundred 
and thirty-eight, the Minister on the advice of- the Board of 
Referees is satisfied that because, 


(a) the business is of such a nature that capital is not an 
important factor in the earning of profits, or 


(b) the capital has become abnormally impaired or due to 
other extraordinary circumstances is abnormally low 
standard profits ascertained by reference to capital employed 
would result in the imposition of excessive taxation amounting 
to unjustifiable hardship or extreme discrimination or would 
jeopardize the continuation of the business of the taxpayer 
the Minister may direct that the standard profits be ascer- 
tained by the Board of Referees and the Board shall in its sole 
discretion thereupon ascertain the standard profits on such 
basis as the Board thinks just having regard to the standard 
profits of taxpayers in similar circumstances engaged in the 

same or an analogous class of business. 


Most steel and iron working industries are expanding. Many small 
metal working industries are increasing their production many times, 
and as a result are expanding their plants. Profits are being ploughed 
back into fixed assets necessary for production. Where the capital is 
low, there is danger in excessive taxation. This is, however, obviated 
to some extent by the special allowances for writing off the cost of fixed 
assets purchased to fulfill war contracts or sub contracts over short 
periods. A business expanding too rapidly on a low capitalization may 
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find its current liabilities rising just as rapidly and if liquid assets are 
being invested in fixed assets, the current ratio can very quickly become 
unsatisfactory. Current liabilities cannot be met with fixed assets. It 
should always be borne in mind that provision must be made for heavy 
taxation. In this regard the section cited above appears to be of particu- 
lar importance. It gives the department wide scope in dealing with 
cases where unjustifiable taxation might result; either where the 
standard profits, calculated otherwise, would be low, or where the 
capital is not such that it may be used as a fair basis in determining 
standard profits. 


Adjustment of Standard Profits 
The following adjustments may be made to Standard Profits: 


1. Where the fiscal year is other than the calendar year, the profits 
are adjusted to a calendar year basis. This can be done by calculating 
the number of days of the fiscal period falling in the calendar year and 
using the ratio this bears to the total days in the fiscal period. The 
fraction is multiplied by the net profit for the financial year. To arrive 
at the calendar year profits the profits of two fiscal years must be 
considered. 


2. Adjustment on basis of 714% per annum for the increase or 
decrease in employed capital. 


This provides for an adjustment of profits ploughed back into the 
business which can reasonably be considered a factor in increased 
profits. The increase or decrease must occur prior to the taxation year. 
Any increase or decrease over the employed capital for 1936 requires 
an adjustment for each year the increase or decrease was not employed. 
To a limited company no adjustment is permitted for any increase or 
decrease in employed capital after the beginning of the last year in the 
standard period unless accompanied by an increase or decrease in 
capital stock. No adjustment is necessary to a limited company for a 
decrease in employed capital in any part of the standard period unless 
accompanied by an actual reduction of capital stock. 


Employed capital for the purpose of the Excess Profits Tax Act 
may briefly be described as the net productive assets at the beginning 
of each year. Assets not necessary for earning the taxed income are 
excluded. Similarly anything over costs or reasonable valuations will 
necessarily be excluded. Government subsidies are not to be considered 
as a cost of assets. From these assets liabilities which are not of a 
capital nature are deducted. There is a provision that inter-company 
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are interest free. 


A simple adjustment of employed capital follows: 


Employed Capital 
as at Amount Increase 

January 1, 1936... bbe .... $10,000.00 
January 1, 1937........ ...... 12,000.00 $2,000.00 
January 1, 1938... .. 18,000.00 1,000.00 
January 1, 1939........ . 15,000.00 2,000.00 
January 1, 1940 .. 15,000.00 nil 
714% of $2,000.00 for 1 year or 

714% of Y% of $2,000.00 a - $ 37.50 
744% of $1,000.00 for 2 years or 

14% of % of $1,000.00 _........ Ie PNA SS le 37.50 
714% of $2,000.00 for 3 years or 

T14% of 34 of $2,000.00 < Renner innn ime ee 
To be added to Standard Profits....................................$ 187.50 


Reserves Against Inventories 


Provision is made, in the Act, for reserves against future depreci- 


ation in inventory values. A reserve of this nature gives the taxpayer 
an opportunity to provide against the increase in value because of the 
war. This section reads as follows: 


Section 6(b)— 


such reasonable provision as a reserve against future depreci- 
ation in inventory values as the Minister in his discretion may 
allow having regard to a normal quantity of stock in trade 
necessary for the business as indicated by the quant.ties on 
hand during the standard period: 

Provided that no such deduction shall be allowed which 
provides against a decline in inventory values below the 
inventory prices of goods on hand either at the end of the 
fiscal period of the taxpayer ending in the year one thousand 
nine hundred and thirty-nine or in case the fiscal period of 
the taxpayer ends after the thirty-first day of August, during 
the said month of August, one thousand nine hundred and 
thirty-nine, and, 

Provided further that any reduction in such reserve shall 
for purposes of taxation under this Act be added to the profits 
of the year in which such reduction takes place and any portion 
of such reserve remaining at the end of the year or fiscal 
period when this Act ceases to apply to the taxpayer shall be 
available to the taxpayer to meet declines in inventory values 
during the next following year and if not exhausted by the 
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end thereof the remaining portion shall be added to the tax- 
payer’s profits of the last year or fiscal period when this Act 
applies to the taxpayer. 

It will be noted that this section is not applicable unless the tax- 
payer is subject to the 75% rate referred to in the Act as the second 
part of the second schedule. 

It will be further noted that any decrease in the reserve must be 
added to the profits in the year of reduction. If there is still a portion 
left after repeal of the Act, it may be used to meet declines in values 
during the next year following the repeal, but if not exhausted at that 
time, the unused portion must be added to the income of the taxpayer 
for the last year the Act was applicable to him. 

Taxpayers may effect a saving in tax by providing a reserve against 
inventories if the reserve can be utilized in the years when they may 
be subject only to the minimum rate. They may effect a further saving 
if any part of the reserve is unused at the date of repeal and can be 
used in the year following. 

Section 6(2)(c) applicable to taxpayers other than corporations 
is identical. 

Although this is an important section which provides a cushion for 
declines in inventory values to pre-war levels, a taxpayer may effect no 
saving at all over the period if he is subject to the 75% rate during the 
entire period and cannot utilize part of the reserve in the year following 
repeal. He may lose by providing the reserve where the effect is to 
throw him into the minimum rate without gaining full advantage of the 
provision for the taxation year. 

Salaries 

For taxpayers, other than corporations, the Act provides that the 
salary of proprietors or partners is limited to $5,000.00 for all busi- 
nesses. In the case of corporations no such limitation is placed on 
salaries. The provisions of the Dominion Income War Tax Act, how- 
ever, gives the Minister authority to disallow any portion of any salary 
which in his opinion is in excess of what is reasonable for the services 
rendered. 

Every business man should give this Act careful consideration. 
Here is a heavy tax levy which must be met. Thought should be given 
to the post-war period when business may suddenly drop back to normal 
and prices decline. He should ask himself how the decline in prices will 
affect him. Should he provide a reserve against inventory for Excess 
Profits Tax purposes? Taxes are high, higher than ever before, and 
business men must think in these terms. 
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Many college graduates receive their bachelor’s degree without 
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